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Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: Oct. 27, 1942 

To: Secretary Morgenthau 

From: Mr. Hoflich 

Subject: Interviews with Chinese leaders 


Following are highlights of the appended O.S.S. report on inter- 
views with a number of Chinese leaders in the spring of 1942: 


A. GENERAL Ho YING-CHIN, CHINESE MINISTER OF WAR 


1. Russia will attack Japan when pressure on the German front is 
relieved. 

2. The Allies should evolve military plans as a whole. There is 
great need of coordination. 

3. The Chinese Communists are not strong enough to fight the 
enemy alone, and are capable only of making trouble behind the 
Chinese lines. 

4. Chinese armies will take the offensive when Japanese lines of 
communication are endangered. 

5. The British rejected Chinese plans for the mobilization of Chi- 


ne minorities in British Asiatic territories long before December 
1941. 
3 


B. GENERAL Cuou En-LAI, REPRESENTATIVE IN CHUNGKING OF THE 
CHINESE ComMUNIST PARTY 


1. The British authorities discriminated against and treated as 
inferiors the Chinese who fought with the British at Hong Kong and 
in Malaya. 

2. The Chinese Ministry of War pays no attention to military 
training in the modern technique of war, but has become chiefly con- 
cerned with “disciplining the Communists and squeezing money.” 
Recently, however, the Government has shown a less hostile attitude 
toward the Communists. 

3. Soviet influence on the Chinese Government is negligible. 

4. Chinese Communist domestic peace aims include (a) a demo- 
cratic political system throughout China, (b) state ownership and 
control of railways, arsenals, banks and mines, (c) freedom for private 
enterprise to develop China’s productive capacity in other fields. 

5. Chinese political complications, e.g., the mutual distrust between 
the Kuomintang and the Communists, make it difficult for the U.S. to 
give effective aid to China. The situation is complicated further by 
the tendency of Chinese officials to consider Americans “easy prey” 
because of their generosity, as in the matter of loans to China. 


C. Dr. TsianG Trna-Fu, CHIEF or THE PorrricaL BUREAU Or THE 
EXECUTIVE Yuan, APRIL AND May, 1942 


1. The Chinese counter-offensive cannot succeed until air cover is 
provided and the Japanese Navy defeated. 
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_2. The Chinese in Malaya would have cooperated actively in guer- 
rilla fighting and applying the scorched earth policy, if they had been 
given the opportunity. 


D. Dr. Wana CHunG-HuL, Heap or Cuina’s SUPREME NATIONAL 
DereNsE CounciL, APRIL 1942 


1. The American counter-offensive against Japan should be based 
on China and India. 

2. China’s principal military requirement is planes. There are at 
least 1,000 trained Chinese pilots ready to use them. 

3. Offers to organize Chinese volunteers were made to the Hong Kong 
and Malayan governments repeatedly before December 7, 1941. The 
first serious offer of help was made shortly before the collapse of 
France in 1940. The offer related to Burma and was flatly rejected by 
the British who feared offending Japan. Subsequently offers were 
made to British authorities in Hong Kong, Malaya and Burma. The 
British attitude was one of indifference, vacillation and discrimination. 


Secret 
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INTRODUCTION 


The interviews which are reported in the following pages represent 
opinions expressed privately by representative Chinese leaders in 
Chungking during a period extending from April 10 to May 10, 1942. 
The interviews were conducted by a thoroughly competent American 
observer who succeeded in eliciting unusually frank statements on 
many delicate or controversial issues. The present accounts of these 
Interviews are prepared from notes made in Chungking and are writ- 
ten as of the time the interviews took place. 
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On December 7 the China war had entered the wide context of 
hostilities between the Japanese Empire and the United Nations in 
the Pacific war theater. During April and May Chinese leaders ob- 
served the swift dissipation of the practical advantages expected from 
this association. By May 10 Burma, as well as Malaya, Java, and the 
Philippines, had been lost to Japanese forces of occupation. As 
Japanese forces swept day by day through Mandalay, Lashio, Myit- 
kyina towards Wan-ting and Teng-yueh within China’s southwestern 
frontiers, Chinese leaders were forced to reassess the new realities of 
their military, economic, and political situation. They stood in the 
presence of a pathetic anomaly wherein physical isolation was the 
accompaniment of the political and moral recognition for which they 
had so long waited. 

In these circumstances the statements and opinions of a variety of 
Chinese leaders are significant. General Ho Ying-chin is China’s 
Minister of War. General Chou En-lai is the acute but somewhat 
acid and resentful Chungking representative of the Chinese Com- 
munist Party. Dr. Tsiang Ting-fu, as chief of the Political Section 
of the Executive Yuan, is China’s Government spokesman and a man 
of remarkably catholic interests. Dr. H. H. Kung is China’s Minister 
of Finance; Mr. K. P. Chen is head of the American-British-Chinese 
Currency Stabilization Board; Dr. Wang Chung-hui, formerly Min- 
ister of Foreign Affairs, is now Chairman of the National Supreme 
Defense Council; and Dr. Chang Kia-ngau is China's Minister of 
Communications. Mr. C. C. Chen is ex-assistant director of the 
National Resources Commission, Dr. C. Sun is research director of the 
same Commission, and Mr. C. C. Wu is private secretary to the Min- 
ister of Economic Affairs, Dr. Wong Wen-hao. Dr. Chen Li-fu 
1s the Minister of Education and a powerful influence within the Kuo- 
mintang. 

The interests of Chinese leaders are remarkably catholic. Persons 
who are thought progressive in their views on one of these issues are 
likely to adopt a conservative or reactionary position on others. It is 
hazardous to attempt to assign a consistent or embracing political 
philosophy to any of these men—much less to the factions or groups 
in which they are associated. ' 

Chinese opinion is divided upon several main issues, some of which 
appear likely to persist beyond the cessation of hostilities. Persons 
are held to be radical, progressive, conservative, or reactionary in 
terms of their position in these controversies. Opinion is divided on 
the extent to which the Chinese Army should be developed as a large- 
scale guerrilla combat force—or built up as a regular modern mecha- 
nized army. This issue is related to the question of Kuomintang- 
Communist relations. Opinions differ upon the practicability of im- 
mediately introducing general democratic reforms politically and 
educationally, at a time when the trend towards authoritarian central 
control is being intensified. Controversy rises from the question of 
relations between the Chinese and the Anglo-Saxon powers now and 
in the future. Having long time as well as immediate interest and 
Importance, controversy centers upon ‘industrial and transport prob- 
lems, particularly as related to factors involved in China’s future 
economic reorientation. The perils of Chinese inflation, and consid- 
eration of measures to arrest its aggravation, prompt the expression 
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of opinion upon corollary issues involving budgetary matters, long- 
term planning, administrative corruption, and the role of foreign 
assistance. 

Some comment should be made concerning the internal] pattern of 
political pressures within which the views of individual personalities 
must be accommodated. First, each of the persons interviewed, what- 
ever his relation to others, owes a genuine loyalty to Generalissimo 
Chiang Kai-shek. None of them—not even General Chou, the Com- 
munist—is associated in an anti-Chiang nucleus or faction. Second, 
the development of actual hostilities, particularly as it affects the de- 
gree of China’s isolation from outside sources of assistance, influences 
directly, and sometimes decisively, the relative strength of groups 
competing for Generalissimo Chiang’s favor. Third, not even the 
military catastrophe in the South Seas has set in motion the growth 
of a peace party. On the contrary, China is impressed with her own 
accomplishment in lasting six years while her Allies in Asia have 
been knocked out one by one within a few months. There is great 
national pride in China. China is confident that she stands in the 
vanguard of all Asiatic peoples in the fight for freedom from Jap- 
anese or Western imperialist rule. China knows that within the Jap- 
anese New Order she has no role to play except that of a slave state. 
With few exceptions all Chinese have always known this. Those 
exceptions have disappeared from the Chungking scene. 


GENERAL Ho YING-CHIN 


On the morning of April 18, 1942 General Ho Ying-chin, Chinese 
Minister of War, granted an interview which lasted for almost 2 
hours. Others present during the discussions were Colonel Homer 
Yang, Staff Liaison Officer; Mr. C. C. Chi of the Ministry of Infor- 
mation; and General Ho’s official interpreter, Mr. Bao. 

General Ho is a short man, standing about five feet six. His face 
is smooth and youthful, his manners Chinese to the point of being 
almost feminine. His replies to questions were extremely brief and 
soft except when he talked of the Communists, when his answers 
became more extended, buteshowed no heat. He has a quick, boyish 
smile which he flashes when he hears compliments paid to the Chinese 
or the Chinese Army. 

With very slight revision in language and none in organization, 
the following draft represents the form and substance of the ex- 
tensive running notes taken in the course of the interview. 


How many troops are tied down on Chinese fronts at the present time 
(April 18, 1942) ? 
There are 1 million Japanese troops on Chinese fronts; approxi- 
mately 500,000 in Manchuria. 


Are Chinese armies self-sufficing in small arms? 

Yes, China is self-sufficing in the production of rifles, light ma- 
chine guns, heavy machine guns, anti-tank guns, and trench mortars. 
Chinese arsenals can, moreover, produce 7.5 mountain guns, but not 


in any considerable quantity. There are about 69 arsenals in China, 
large and small. 
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What preparations are the Chinese now making for use of their 
front as a base for counteroffensive operations by the United 
Nations? 

In the future China may be used by the United Nations as a base 
for land, air, and naval operations. The Soviet Union also will 
provide land, air, and naval bases against Japan. Australia can 
provide only naval and air bases. China is already well provided 
with bases, ground facilities, and stores of gasoline for the British, 
American, and Chinese air forces. Ample facilities are in existence 
in Chekiang and Fukien. 

In Chinese military circles there is no fixed opinion regarding the 
objectives which will first be struck. Air fleets will hit where the 
target is most concentrated and strategic, whether that be Nainan, 
Formosa, or Japan. 

When the U.S.S.R. becomes a belligerent, the present war plans 
call for pincer action carried out by Russian and Chinese armies. 
This is what the Russians want and this the Chinese will do. China 
and Russia are allies. There are Russian advisors in Chungking. 
General Ho thinks that the U.S.S.R. will attack Japan at the right 
time. Because German pressure in the western front is extremely 
strong, Russia must concentrate her energies there at the present 


e When pressure on that front is relieved, Russia will attack 
apan. 


Would the opening of the western front in Europe hasten [Russia's 
attack on Japan? 


Yes. 


What differences were observed in the liaison between British and 
Chinese officers in Burma and between American and Chinese 
officers? 

General Ho said that Chinese relations with British or with 
American military authorities were the same during the first few 
months. All were working together on the same basis and it was 
difficult to differentiate characteristics of liaison. 


What is the position in the Chinese army of General Stilwell? 


General Stilwell is Chief of Staff in the Chinese war theater 
under orders of the Generalissimo. The Chinese in Burma fought 
under the command of General Stilwell. There was no other reason 
behind Stilwell’s appointment beyond the Generalissimo’s thought 
that the United States should take the lead in the Pacific war theater. 
Therefore the United States was requested to appoint him to work 
with the Chinese armies and to facilitate cooperation among the 
Allied powers. 

General Ho feels very strongly that the Allies should evolve ideas 
and plans as a whole. The United States should take the lead in 
the Pacific; Great Britain should take the lead in western Europe 


and the Mediterranean; and the U.S.S.R. should take the lead in 
eastern Europe. 


Should the whole strategy for the Pacific war theater be drawn up 
in Washington or Chungking? 

General Ho thinks that the Pacific war theater should be divided 

into war areas. Within China itself Chinese responsibility would be 
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fulfilled with American help. The United States, however, should 
map out strategy as a whole. There is a great need for coordination. 


Are the Chinese satisfied with'the Pacific War Council in Washington? 


General Ho replied that he had received no reports from the Council, 
and believed that only principles are being discussed at its meetings. 


In military terms, what contribution to defense had been made by 
Chinese minorities in the South Seas before December 7 and what 
has been since? 

General Ho said that the Chinese had offered plans to the British 
for general mobilization of Chinese minorities long before December 
7. None was accepted. Since no plans were formulated the Chinese 
were unable to make concrete preparations. After December 7 Chinese 
and British authorities agreed upon plans for mobilization of Chinese, 
but hostilities developed so rapidly and the areas involved were so 
vast that the plans were not carried out with really satisfactory 
results, 

Guerrilla activities organized by the Chinese have been conducted 
in Malaya and Burma. However, the period for organization was so 
short that their fullest possible effectiveness has not been realized. 


What did the plans offered by the Chinese before December 7 involve 
in concrete terms? 

General Ho explained that military units were to be formed to 
strike behind the Japanese lines, other units were to engage in sabotage 
activity, and Chinese detachments were to cooperate with British 
forces in regular operations. 


What position do Chinese leaders believe will be occupied by the 
Chinese minorities in the South Seas after the war? 

General Ho thinks that the position of the Overseas Chinese will 
be promoted and improved at the end of hostilities. Even today the 
Japanese must respect Chinese economic influence in the Netherlands 
East Indies and Malaya. The Japanese radio reports that tin and 
rubber interests there remain in Chinese hands. In the economic 
sphere Chinese influence rgmains dominant. The Japanese are say- 
ing that the British oppressed the Chinese in these areas. When even 
the Japanese can make this point, General Ho asserted, the British 
certainly will be called upon in the future to improve the position of 
Chinese in those areas. 

General Ho, however, had given no thought to the possibility of 
internationalization of those areas; the establishment of Chinese domi- 
nance; or to the possible implications of the return of these areas to 
British jurisdiction. 


Are Chinese Communist armies now fighting the Japanese? Are they 
adequately supplied? 

General Ho said that the Communist Party now realizes that its 
action against the Kuomintang last year lost for it the sympathy of 
the Chinese people. Its prestige is low. The Kuomintang and the 
Chinese people regard the Communist Party as traitorous—like Wang 
Ch’ing-wei. The Communists are not attacking the Japanese; nor 
have they been attacking the Kuomintang lately. 
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Why do the Chinese regard the Communists as traitors? 


Wang Ch’ing-wei has organized a puppet army, and the Com- 
munists have done the same. Wang Ch’ing-wei has created an ad- 
ministrative machinery in occupied areas not under the Kuomintang. 
The Communists have done the same. Wang Ch’ing-wei’s troops do 
not attack the Japanese—nor do the Communists. 

The Chinese Communist Army is officially only three divisions, but 
there are other units which the Kuomintang regards as bandits, com- 
prising in all 100,000 men distributed through Japanese occupied 
areas, 

General Ho said that three officially recognized divisions were un- 
der Central Government orders, but after 1940 their insubordination 
terminated formal relationship between these Communist forces and 
the Central Government. Before December 1940 these three divisions 
were given better treatment than other Chinese divisions. Since the 
New Fourth Army incident the Central Government has ceased en- 
tirely giving them orders or sending them supplies. 

The Communists issue their own bank notes and collect their own 
taxes. Fapi is not used in the border areas. When Communists re- 
ceive fapi, it is used for propaganda in the Chinese rear. This is 
sufficient reason for stopping financial assistance to them. 


In what special forms is assistance required from the United States 
at the present time? 

China needs airplanes, artillery, and raw materials to be used in 
her own arsenals. Due to lack of communication at the present time, 
1t seems unlikely that factories can be sent to China. 3 

General Ho observed at this point that American friends of China 
invariably show great interest in the Communist situation. He has 
noted this for several years, and believes the reason for their interest 
lies in the fact that they have been deceived by false Communist 
propaganda, which maintains that Japan can be defeated by guerrilla 
warfare. The United States now realizes the error of this principle. 

General Ho said that the Chinese Government and Chinese military 
authorities, generally, wish to give the Communist Party a chance to 
repent and rejoin the regular Government armies. The Chinese Gov- 
ernment, therefore, gives no publicity to the illegal activities of the 
Communists who have attacked Central Government troops in 
Shansi and Shantung. Very recently, Communists almost wiped out 
one Chinese division in Shantung under General Yü Hsüehtsung. 
The Soviet Military Mission in China, which has been holding three 
meetings per week with General Ho, has expressed great annoyance 
oer activities of the Communist Party at this stage of the war with 

apan. 

General Ho said that in Chungking there were many organizations, 
including the Peoples Political Council, in which the Communist 
Party was represented. On the Chinese war front, however, at pres- 
ent extending from Paotow to Canton, there is not one single Com- 
munist soldier. This regular war front extends 2,700 kilometers. If 
we depend on the Communists, General Ho insisted, it is impossible 
to expect victory at all. The Communists are not strong enough to 
fight the enemy and are capable only of making trouble behind our 
lines, This can accomplish nothing advantageous, but can make dif- 
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ficulties for us. Recently, General Ho pointed out, the Communist 
Party changed its attitude. He hoped the Party would change it even 
more. If Communist troops will fight Japan and will take orders, 
the Central Government, General Ho said, will gladly welcome them 
back into the regular Chinese Army. 


What is the present deployment of the Chinese Army? 


There are more than 100,000 troops now in Burma—or two large 
armies. The main concentration is on the southern front. 

China has 4 million fully equipped front line troops. Of these there 
are 2 million in Kwangsi, Kwangtung, Hunan, Hupeh, Kiangsi, 
Chekiang, and Fukien. 

The province of Yunnan has a separate military status. It is called 
the South Yunnan War Zone. 

There are nine war zones, each containing about four or five armies. 
A large army comprises 50,000 men; a small army, 30,000. One army 
includes three divisions and is equivalent to an American Army 
corps. 

Chinese armies will seize the offensive when Japan’s lines of com- 
munications are in danger. The attack will not be launched against 
Indo-China, for if that route had been negotiable the Japanese would 
have used it long ago in attacking Kunming. 


What was the extent of Japanese losses at the battle of Changsha? 


General Ho said that Japanese suffered 30,000 killed and wounded. 

Even if the Japanese had occupied Changsha, they would have 
gained little. Many more Japanese could have been sent into the 
expedition. Had they been, the Japanese could have taken the city. 
The motive of their attack was not to hold the city but to divert an 
important movement of Chinese troops merging on Wuchang. The 
Japanese wished to crush, moreover, the developing Chinese con- 
centration at Changsha. Every Japanese attack on Changsha has 
had as its aim forestalling Chinese attacks on Wuchang and Hankow. 

The Japanese have nearly reached their maximum point in holding 
territory in China. If Japanese lines were extended another two 
hundred kilometers, more than two additional divisions would be 
required on their Chinese fronts. Had Japanese forces actually oc- 
cupied Changsha, no settlement of the military situation would have 
been achieved by the Japanese. Only a need for more troops would 
have been created. Japan’s holding of Yoyang serves her strategic 
purposes satisfactorily. 

The Japanese, incidentally, used three full divisions and one brigade 
in Changsha, General Ho said. 

As the interview came to an end, General Ho Ying-chin expressed 
the view that there was no need whatever for one to see any Com- 
munists while in China. “Their mouths utter one thing while their 
hearts conceal another.” 

General Ho said that in a recent report before the Peoples Political 
Council, Communist representatives praised him. However, he knew 
that in Japanese-occupied China the Communists were calling him 
pro-Japanese. Last year they were calling him, in addition, a 
pro-Nazi. > 
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General Ho quoted himself as telling a foreign visitor recently that 
the Communists called him pro-Japanese in the occupied areas be- 
- cause the people are ignorant, while in the cities they called him pro- 
Nazi because the people knew him to be consistently and untiringly 
anti-Japanese during these 5 years that he has led the Chinese armies 
in battle against the j apanese. 

General Ho said that 2 months ago he had told representatives of 
the Communists that their propaganda could do him no damage; 
rather, it played into the hands of the Japanese, who frequently re- 
peated their arguments and accusations. General Ho observed that 
recently the Communists have removed anti-Ho Ying-chin posters in 
Yen-an and Yu-ling. Thus it is evident that Communist policies are 
being modified. 

General Ho pointed to the fact that the Communist newspaper 
Hsin Hua Jih Pao has never carried any anti-Japanese proclamations 
made by the Kuomintang, or any anti-Japanese speeches made by its 
leaders. Just 2 days before, when General Ho had broadcast to the 
people in Occupied China, the text of his speech had been carried in 
all Chinese newspapers in Chungking except the Hsin Hua Jih Pao. 

General Ho, moreover, recalled a speech he had made praising the 
performance of the Americans and Filipinos on Bataan. The Japa- 
nese, the German, and the Chinese Communist press ignored it. “So 
actually the Communist Party newspaper is operated by the enemy!” 
General Ho was unable to say whether or not the Chinese Communist 
Party maintained close and continuous contact with the Comintern in 
Moscow. 

The interview came to an end with General Ho’s half-humorous ad- 
monition to avoid any contact with the Communists in China. 


GENERAL CHou En-Lar (A) 


General Chou En-lai, representative in Chungking of the Chinese 
Communist Party, granted an appointment on April 22, 1942. Four- 
teen months before the same observer had interviewed him concerning 
the New Fourth Army incident and the issue of future Communist 
Party representation in the Peoples Politfal Council. At that time 
views of the Communist Party were finding their way into the inter- 
national press. From General Chou flowed much of the authority for 
these views. A great many important men and officials were turning 
to General Chou for an interpretation of events regarded them as 
having extreme importance. This interest offended Kuomintang of- 
ficials. By April 1942 General Chou had been retired to virtual isola- 
tion within Chungking. He has not been in the Communist Northwest 
within the past 2 years and does not believe that Government officials 
would permit him to make the trip at the present time. 

General Chou is active in the office of the Hsin Hua Jih Pac, offert 
hospitality to a few other Communists, and receives and delivers inter- 
mittent reports from Communists in the Northwest and in guerrilla 
areas. He reads several languages and speaks English haltingly. 

General Chou offered no objection to very full notes being taken 
upon his replies to a number of set questions which had been formu- 
lated in advance. 


MORGENTHAU DIARY 871 


Are the Chinese Communists satisfied with the Chinese war effort? 
By what methods could the effectiveness of this effort be im- 
proved? 

General Chou said that, if we divide the China war into two periods, 
we find during the first 2 years fierce fighting on many fronts. The 
most important of these were the Shanghai, the Hsuchou, and the 
Wuhan fronts. Although the Chinese lost many men during this 
period, their armies became stronger and stronger. During this first 
2 years the Central Government paid most attention to strictly mili- 
tary affairs—training troops, mobilizing the masses, and improving 
military organization. 

In the past 3 years a change has occurred. The attacks of Japanese 
armies have not been as strong as formerly. The Japanese have not 
used their main forces to attack on all fronts. Occasionally they 
have attacked on one front vigorously, but never as energetically 
as in earlier stages of the war. Hence, most of the fronts have been 
relatively calm. Only at such points as the Japanese have attacked 
would Chinese troops fight. In this period the troops of the Central 
Government have not been provided with an opportunity to be tried 
and strengthened; in fact, on the contrary, troops have grown weaker 
and weaker. 

Within this same period China’s international support has de- 
teriorated considerably due, for example, to the cutting of the road 
and railroad through Indo-China, the temporary closing of the Burma 
Road by the British, and the collapse, since the outbreak of Soviet- 
German hostilities, of Soviet aid to China. During the last 4 months 
the Pacific war has sealed China’s other remaining channels. Hence, 
the international situation has isolated China from outside supplies. 

During these last 3 years the Central Government has devoted only 
one-half of its attention to military affairs, the other half being de- 
voted to internal affairs. Probably more than one-half of the 10 
armies, under Hu Tsung-nan are concentrated in Ninghsia, Kansu, 
Shansi, and western Honan. These armies are deployed mainly, 
General Chou maintained, to deal with internal problems. Under 
General T’ang En-po there are five armies. General Chou reported 
that General Stilwell reqi&sted that General Tang En-po be allowed 
to goto Burma. Tang is known to be an anti-Communist commander 
in eastern Honan, northern Anwhei and southwestern Shantung. 
Under General Li Tsung-jen in Hupeh, and on the Hunan border, 
forces are held in readiness for anti-Communist activity. The gov- 
ernor of Anwhei, General Li Ping-hsien, an important follower of 
General Li Tsung-ien has engaged new Fourth Army detachments in 
Anwhei and partisan troops in the Wuhan area. 

The Chinese Government has sent only two armies into Burma to 
help the British. Had they been provided with more supplies, greater 
success might have resulted. However, the Chinese have neglected 
making other moves which might indirectly assist the allies in the 
Far East. They have, for example, failed to concentrate troops to 
attack strategic points in Kwangtung or to attack Ichang or to open 
up other imnortant fronts against the Japanese. Were the Chinese 
to open new fronts they would create difficulties for the Japanese and 
~ hold more troops in China. 
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In the Chinese Army there are 30 artillery regiments organized 
but lacking their complement of equipment. The Ministry of War 
pays no attention to the training of men in the modern technique of 
war and has become mainly concerned in disciplining the Communists 
and squeezing money. 

The Chinese soldier himself has demonstrated his excellence. If 
well commanded and supplied he will fight anywhere, especially 
against the Japanese, with courage and effectiveness. 


How effective have the Chinese armies been in Burma? 


Under present conditions Chinese armies in Burma encounter geo- 
graphical obstacles and supply difficulties. Shortages of supplies in 
upper Burma are caused by a deficiency of workers. Workers and 
supplies must be brought from Yunnan, a province which is not rich 
in food. Chinese troops are ‘numerically inadequate because before 
the outbreak of the Burma war General Wavell told Generalissimo 
Chiang that the British did not want more than three Chinese divi- 
sions, partly on the grounds that supplies would not suffice for more. 
Six Chinese divisions are now in Burma experiencing general short- 
ages of supplies, These six divisions, moreover, have operated accord- 
ing to a poor military plan, Divisions have been advanced one by one 
with little coordination or a general strategic purpose. Their leader- 
ship has been poor, resulting actually in parallel disorder. For ex- 
ample, first General Stilwell was sent to Burma to command Chinese 
forces, then General Lo Chou-ying was sent to command the same 
Chinese troops; hence, two commanders were leading the same troops. 
When General Alexander was ordered to Burma to command all the 
Allied troops, staff relationships became entirely too complex. 

In other words, the prospects of the Allies in Burma are poor be- 
cause of geographical, food, and supply consideration, together with 
the absence of military plans or coordinated leadership. 


China's present mood makes her inhospitable to any action or policy 
savoring of imperialistic interest. How can the United States 
help China militarily, economically, or politically at this stage in 
the war? 3 

General Chou said that at present it is dffficult for the United States 

to help China. Historically, Chinese authorities have had their own 
way of understanding and dealing with the British and with the 
Americans. They regard the British as cunning and shrewd. There- 
fore, when Britain had a strong position in the Far East, the Chinese 
were careful to preserve friendly relations. Now that the British 
have been defeated by the Japanese, Chinese authorities take a con- 
trary attitude and despise the British position, and, in fact, fail to 
treat the British as allies in a united war effort. In reaction to the 
traditional arrogance of the British, anti-British sentiment in China 
is developing rapidly. 

Toward the United States, Chinese leaders and their Government 
resent a different attitude. Chinese authorities think that the United 
tates is easily satisfied and that Americans in general know very little 

about China. Therefore, when they see in Americans a “good atti- 
tude,” when they hear “good words” they think it 1s easy to get help, 
materials, and money. Chinese authorities think the United States is 
an easy prey. For example, General Chou explained, soon after the 
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outbreak of the Pacific war President Roosevelt very properly gave a 
large loan to China. The Chinese got another impression. They 
thought, General Chou said, that since Britain and the United States 
were defeated by Japan, while China had resisted Japanese aggres- 
sion for 5 years in the Far East, only China was able to fight against 
Japan, and the United States was very much afraid that the Chinese 
Government would make peace with Japan. Chinese authorities had 
therefore permitted Sun Fo to talk about a separate peace with Ameri- 
can correspondents and at the same time had maintained contact with 
the Japanese in Shanghai in order to excite fears in Washington. 

Against this background the Chinese Government asked for a loan. 

First they asked for 1 billion dollars, then for 500 million dollars, 

specifying that no strings were to be attached. To make the strongest 

case to the Americans, General Chou took pains to say, the Chinese 

Government sent Fox and Lattimore back to the United States to talk 

with President Roosevelt and Secretary Morgenthau, but while Fox 

and Lattimore were traveling the Chinese got worried and wanted an 

immediate reply which they got in the one-half billion dollar loan. 

General Chou said that on the American side the performance had 
been very good, but that Chinese authorities now think that the United 
States is afraid of a Chinese peace and have become very proud of their 
own diplomatic skill. They think that the United States is easily de- 
ceived, American generosity excites contempt and gives them reason 
for pride in the effectiveness of their finesse. For example, when the 
United States Government gives loans and raises the question of terms, 
the Chinese now demand that there be no conditions, A loan must be 
a gift for their 5 years of fighting. If the United States refused to 

ive help the Chinese Government would threaten to make peace, but 
Cad Chou said, as a matter of fact, there is no danger at all of 
China’s making a peace. Incidentally, he said, resistance has become a 
good business since help is easy to get. j 

General Chou said that severe limitations governed what aid the 
United States could give China at the present time. He said that he 
did not think that aid should be given in a way as might stimulate the 
Chinese to demand more. Last year American friends talked about 
democracy in China. Nove they hear the Chinese say that the defeats 
of British and American democracy stand revealed. 

Americans and British cannot advise about actual military matters 
lest Chinese ridicule their military performance in Burma. 

If Americans speak of medical aid to the Eighth Route Army, the 
Chinese will say the question is of purely domestic importance. Inter- 
ference is not desired. 

If the Americans speak of help to the Border regions or to the 
Chinese Industrial Cooperatives Eines authorities will say that for- 
eign money must flow to the Central Government in order to 
strengthen authority there; but the Central Government will not dis- 
tribute aid to the Eighth Route Army. Salaries to the Eighth Route 
Army are 16 months overdue. Military supplies and medical supplies 
have not gone to the Eighth Route Army for over 2 and one-half years. 
Even 5 tons of British Red Cross medical supplies, driven by two Brit- 
ish drivers under the auspices of the British Embassy e American 
friends, were halted en route in Sian. Chinese authorities say that 
this is an internal problem and refuse to listen to advice. 
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At present, therefore, American friends can help China by taking 
reparatory steps but not by putting advice or proposals directly to 
hinese authorities. There 1s no other way to work within China than 

to work with the Chinese Government. If you try to work outside 
the Government you can do nothing. 

So far as relief to Border regions is concerned for example, the only 
channel is through Madame Chiang Kai-shek who is genuinely in- 
terested in relief work in every area of China. She has recently helped 
the Chinese Communists. Although negligible in quantity Ane help 
was better than nothing. Madame Sun Yat-sen’s interest in the 
Chinese Communists and her efforts to help them, antagonize Madame 
Chiang. Foreigners wishing to help the Communists should work 
with Madame Chiang, Madame Sun, and Madame Kung, acting 
jointly under Madame Chiang’s name. To channelize assistance 
through Madame Sun alone excites immediate opposition although 
small sums of money may occasionally find their way through. As- 
sistance to the Northwest in the form of medical supplies or other 
equipment is easily and promptly stopped. Excessive sums of cash 
remitted to the Northwest endanger the work of the organization in- 
volved throughout Free China. The China Industrial Cooperatives 
and the Y.M.C.A. have learned this. 

Nothing is to be gained by Americans appealing directly to General- 
simo Chiang regarding this or that injustice. 


In what way does the Soviet Government exercise an influence upon 
Chinese policy? 

Soviet influence on the Chinese Government is negligible. The 
Chinese are merely waiting for the Japanese to attack the Soviets. 
Chinese leaders regard such a development as being China’s only hope. 
If the Japanese attack Siberia they will expend land and air 
strength—land forces now in China and Manchuria. The Chinese 
see that in the South Seas the Japanese used their naval and air 
strength but employed little of their land power. If the Japanese be- 
come involved in Siberia, Japanese armies in China will be deprived 
of offensive power. 

General Chou believes that the Chinese Government would utilize 
the new situation precipitated by Soviet-Japanese hostilities to make 
trouble at home. The Chinese Communists expect the Central Gov- 
ernment to order them to attack the Japanese in Manchuria. When 
this order comes the Chinese Communists will, General Chou said, ask 
for supplies to strengthen their military position. It is unlikely that 
these supplies will be forthcoming. The Communists cannot attack 
without hems The Central Government will accuse the Communists 
of disobeying orders and will send their armies to the Yellow River. 
General Hu Tsung-nan, will be on the left and General Tang En-po 
will be on the right. Together they will close in upon the Yellow 
River and wipe out the Chinese Communists’ positions. The Chinese 
Communists’ position will be difficult but the Communists are not 
afraid. They have the necessary foundation to oppose this attack 
since Communist troops are now in Japanese occupied. regions and 
will continue to pean resisting Japanese designs, militarily, eco- 

i and politically. : my 
a RRN Government cannot provide heavy arms, the Com- 
munists cannot fight against big armies but will send partisan: or- 
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ganizers and infiltrating guerrillas to rally up partisan warfare in 
preparation for the arrival of Chinese regular armies. Even if the 
Chinese Government closes the Yellow River the Chinese Communists 
will never do more than assume defensive positions. The Chinese 
Communists are not afraid of the Military Council of the Central 
Government and only await leadership which can carry them into a 
genuinely anti-Japanese fight. 


Will regular Chinese armies attack Manchuria? 


General Chou does not think that regular Chinese troops will attack 
Manchuria. How could they (without heavy artillery) attack Man- 
churia since they have been unable hitherto to retake Peiping and 
Tientsin which lie on the way. Partisan troops will begin activity in 
Manchuria but this is another matter. 

As to plans for Chinese-Soviet cooperation General Chou did not 
know the facts but in principle the Soviets want all the assistance that 
the Chinese can offer. The Soviets, however, do not welcome any 
development leading to internal friction since they fear internal trou- 
ble will frustrate the effective prosecution of any military campaign. 


What are the current relations between the Communists and the Kuo- 
mintang? Where is friction most intense and frequent? 

General Chou said that the areas most frequently in difficulty are 
northern Anwhei, southern Shantung, eastern Anwhei, and the 
Wuhan areas. In these areas there is constant friction and blood- 
shed. Within the 10 days preceding this interview news has been 
received from Wuhan saying that General Li Tsung-jen had attacked 
partisan troops. Twice, Communist partisans had returned captives 
and arms to the Central Government with the request that trouble be 
stopped. Nevertheless, the third attack has just taken place. 

When General Ho Ying-chin made his military report on behalf 
of the Military Council to the Standing Committee of the Central 
Executive Committee he boasted of great successes whenever the 
Central Government engaged Communist troops. The members of 
the Central Executive Committee are anti-Communist leaders. How- 
ever, in open meetings—for example to the Peoples Political Council— 
General Ho maintains thas the Eighth Route Army always attacks 
Central Government troops. SY À : 

At the last meeting of the Peoples Political Council, Tung Pei-wu 
and Teng En-chow were the two representatives of the Communist 
Party. In their presence General Ho omitted his boastful remarks. 
This appeasement of the Chinese Communists was adopted before 
December 1941. Many evidences of it are seen, but the Northwest 
remains blockaded to all communications. There is readiness on both 
sides for hostile action but there is little contact between the 
antagonists. a's , 

There is no regular postal or telegraph service in or out of this area 
and severe restrictions are placed even on the movement of officials. 
What are the most conspicuous characteristics of the economic situa- 

tion in the Northwest? 

General Chou pointed out that prices are high, due to the influence 
of depreciating fapi. In 1941, however, prices in Yen-an were only 
25-40 percent of Chungking general price levels, Agricultural pro- 
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duction was very good. Food prices were low. What would require 
100-150 dollars to buy in Chungking could be bought with 40-50 dol- 
lars in Yen-an. Woolen cloth was particularly cheap. 

The Communist Government had its own “note issue” with fapi 
backing. The first issue of these notes came in 1941 when 1 million 
were printed. General Chou did not know what the current circula- 
tion of notes is. 

Imported materials are virtually impossible to get. A limited range 
of small materials has been smuggled in by merchants, but the regula- 
tion of drug movements has been so effective there is no importation of 
medical supplies into the Northwest. 


GENERAL Cuou En-Lar (B) 


At the end of the foregoing interview General Chou offered his 
time for further discussion without previous arrangement. On May 
3 the observer obtained his views upon issues which had appeared to 
interest Chinese leaders belonging within the Kuomintang fold. 


To what extent does the emphasis which Chinese leaders lay upon 
Britaim's rejection of Chinas pre-December offers of aid flow 
from an honest belief that aid could have changed strategic 
developments? from a consciousness that good political capital 
can be made now of recrimination? 

General Chou En-lai said that all the Chinese could have done to 
assist Hong Kong after the outbreak of the Pacific war was to attack 
Japanese land forces converging on Kowloon. When the Japanese 
assault upon Kowloon did develop, the Chinese movements offered 
no real threat to the Japanese rear. Some 6 hundred to 1 thousand 
of the Chinese troops which had been interned in Hong Kong in 1938 
were released to participate in the defense of Kowloon. This action 
was, unfortunately, taken too late. The troops were assigned to the 
Canadian sector but held their positions for only a few days. 

In Hong Kong there were no other ways that the Chinese could 
cooperate with the British except in the organization of police units 
within the city. This was done. 

The Chinese who fought alongside Canádian troops objected that 
the British authorities did not give Canadian and Chinese troops 
equal treatment. Their equipment and food differed. The Chinese 
felt that they were subjected to discrimination in the way they were 
deployed to serve strategic plans. 

China made no pre-war offers which could have altered develop- 
ments materially. When hostilities began the British requested the 
Chinese to attack the Japanese rear. This was done, but with little 
success. 

General Chou has not heard that the Central Government had 
requested permission from the British to send troops to Malaya. 
General Wavell and the Central Government discussed only Burma. 
The Chinese offered to send large forces to Burma but General 
Wavell would accept only three divisions. _ z 

In Singapore E Elinee were organized by Mr. Kan Kah-kee, 
head of the Chinese Mobilization Council. They asked to be pro- 
vided with arms, but the Government of Malaya permitted these 
Chinese to serve only in labor corps, in technical capacities, and on 
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relief projects. This policy antagonized all quarters of opinion in 
Chungking. The only possibility of cooperation in the defense of 
Malaya would have been an arrangement providing for the arming 
of the people to engage in guerrilla warfare. Had this been done 
Japan’s position might have become very precarious. With 2 or 3 
Meela; training Chinese guerrillas li become a real strategic 
actor. 

The Chinese character and Chinese ancestor worship account for a 
relationship to the homeland so deep that anti-Japanese feeling 
among Overseas Chinese is almost universal. Overseas Chinese have 
shown their feelings of patriotism in remittances which they have 
sent home, and in the spirit and language of their publications and 
meetings in the South Seas. Often they are more patriotic than 
Chinese within China. They need only arms and organization to 
become an effective factor in hostilities. 

Wang Ching-wei had some, but negligible, support from Overseas 
Chinese. 


How is one to evaluate the importance of Chinese leaders who hope 
to fall heir to Japan's Pan-Asiatic plans? Is it correct to describe 
them as Chinese imperialists? 

General Chou stated that China cannot become an imperialist power 
unless certain economic and military conditions have been fulfilled. 

It is impossible now to conceive of China's becoming an imperialist 
power while at home there continues the pathetic disorganization now 
existing. Although there are many Chinese abroad, there is no nu- 
cleus of organization making them economically or militarily impor- 
tant. Talk of Chinese imperialism is ridiculous in this stage of 
China’s economic development. 

China possesses large armies. China is a military power, but her 
power is immobile. In Burma the British are doing poorly, but the 
Chinese are doing badly too. Look at Lashio! How can China en- 
gage in military expansion southwards? There exists no military 
basis for imperialism. 

After the war the Chinese will have to discover a method to secure 
equal rights in the South Seas. Their problem will be a part of the 
larger problem of achieving equality among natives, Westerners, and 
the Chinese. 

One hears of Chinese “imperialism” because the Western imperialist 
powers have been expelled recently from some of these territories. If 
our allies can get a victory they must greatly increase their forces 
in the Pacific war theater. In that event we cannot imagine the de- 
struction of British influence or the persistence of American isolation- 
ism. The British are weak in Asia. If the Allies are victorious, 
however, Britain will no longer be weak. 

It is inconceivable, however, that the old Commonwealth will sur- 
vive. The British Commonwealth must have a new spirit. The 
London Times for example, early in 1942, carried an editorial which 
said that the British Empire cannot cling to old principles but must 
change its principles and its methods. New men with new principles 
a peared General Chou subscribes entirely, he says, to this point 
of view. 
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In early 1941 Communists everywhere were hostile to the British 
imperial system. Do Chinese Communists, today, favor the post- 
war dissolution of the British Empire? 

If British leaders.are wise and change their principles, then the 
Empire can exist. If they do not, they cannot win the war. General 
Chou said that he could not specify concretely what new principles 
were required. The British know better than I, he said. 


Where lay the cause for the collapse of the Cripps’ negotiations with 
Indian Congress leaders? 


_ General Chou did not think that Sir Stafford Cripps could have been 
given full power of negotiation; only the fullest powers could have 
sufficed to solve the problem. He could not say whether the Indian 
leaders were wise to refuse the Cripps’ proposals: India is India. 
China is China. The Indian problem is too big, too complex, too bound 
In history to permit superficial judgment. In principle, the Indian 
Congress was correct in asking for independence, The vital question 
lay in the method of obtaining it. The Chinese chose one way. The 
Indians must find theirs. But they must fight the Japanese. This 
is the most vital problem for all of us. 

Indian resistance to the Japanese requires arms and organization. 
If the Indians, independently, can organize and arm themselves effec- 
tively, their demand for immediate independence is correct. If the 
Indians cannot do so and the British can, then the British reply is 
correct, 


What safeguards of their interests and what general aims for China 
do the Chinese Communists wish to see written into the peace? 


The first need is to drive the Japanese out. All plans for the post- 
war future are illusory. If we drive the Japanese out, General Chou 
said, this itself will produce internal changes. Victory will be 
achieved through democratization of China and only thus. After 
victory, China will have democracy, educationally, politically, and 
economically. 

Chinese economic democracy means state ownership and control 
of railways, arsenals, banks, and mines. ¿ China is large. Her pro- 
ductive gi pacity can be increased by giving play to private capital. 
Without this it will be impossible for Gite to become a modern pro- 
gressive economy. China’s economy is too primitive and backward 
at present to be effectively mobilized. Only through private enter- 
prise can advances be effectively accomplished outside the limited 
sphere reserved for nationalized enterprise. 

Political democracy must correspond with Lincoln’s precept of 
government of, by, and for the pepole—or the San Min Chu I. The 
persistence of the one-party system is inconsistent with democracy. 
Other parties must be allowed freedom if democracy is to be brought 
to China. The operation of a many-party system is practicable today. 

Because of Chinese censorship and controls the United States is 
not in possession of facts. For example, the Peoples Political Coun- 
cil is a great illusion. Its representatives are no more than guests of 
the Kuomintang. 

Next to Generalissimo Chiang there is no second, only many fol- 
lowers. In China there is great dispersion of power. All relations 
and contacts must be directly with Chiang. General Ho Ying-chin, 
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Minister of War, and Generals Chen Cheng and Hu Tsung-nan 
severally and separately control forces subordinate only to General- 
issimo Chiang. 

Chen Li-fu and Chen Kuo-fu exercise great powers within the 
Kuomintang. Chu Chia-hua, however, counterbalances the Chens. 
The San Min Chu I Youth Corps controls both. 

Tai Li controls military communications, financial affairs, and 
foreign affairs through the secret police. Hsu Jen-chen and Keng 
Tse control other police forces, all of whom are opposed to the Com- 
munist Party. The only persons within the Kuomintang friendly to 
the Communists are a few of the older members of the Kuomintang 
Central Committee. Unfortunately they have little or no power. 

The number of Communist Party members outside the Eighth 
Route Army areas is unknown. All members are underground, hav- 
ing little or no contact with each other. It is entirely illegal to be a 
member of the Communist Party in Free China. 


Would the Chinese Communists welcome formal separation of Com- 
munist and Kuomintang China accompanied by international 
recognition of a Chinese Soviet? 

General Chou said that the Communist Party does not want the 
breakup of China into separate states. It wishes to help in establish- 
ing a democratic system throughout all China—this system would in- 
volve elections, local choice, and freedom for all parties to organize 
a voting electorate. The Communist Party wants no more than one- 
third representation in Government from top to bottom. The Com- 
munist Party wants the Kuomintang to study and learn from the 
success of democratic procedures already established in the North- 
west. 


In the event that Russo-Japanese hostilities should result in Soviet 
occupation of Manchuria what government would have per- 
manent authority over this area in the post-war period? 

General Chou said that the Russians would want a Chinese govern- 
ment in Manchuria. However, unless the Chinese Government drives 
the Japanese out of China no victory can be won in the Far East. The 

Central Government cannof drive the Japanese out of China without 

adopting democratic methods. General Chou believes that discus- 

sion of the future status of Manchuria now is premature. 


Dr. TsianG Tine-ru (A) 


Dr. Tsiang Ting-fu, chief of the Political Bureau of the Execu- 
tive Yuan, is official spokesman for the Chinese Government. Form- 
erly Chinese Ambassador to the Soviet Union and still earlier profes- 
sor of history at Tsing Hua University, Dr. Tsiang is widely regarded 
today as the most important non-member of the Kuomintang among 
Chinese leaders. His interests are catholic and his manner of speech 
is fluent and forthright. On April 15 Dr. Tsiang voiced the views 
paraphrased here. 


The Chinese Industrial Cooperatives 


Dr. Tsiang informed me that Dr. H. H. Kung had recently ap- 
pointed a standing committee for the Chinese Industrial Coopera- 
tives comprising Mr. O. K. Yui, Mr. Han Li-wu, and Dr. Tsiane. 


880 MORGENTHAU DIARY 


This committee was to cooperate with CIC headquarters. Its forma- 
A foreshadowed, Dr. Tsiang believes, strengthening of CIC in 
ina. 

In 1938 Dr. Tsiang had objected to the original plans drawn up by 
Mr. Rewi Alley because (1) they called for financial dependence upon 
the United Kingdom, the United States, and the League of Nations: 
(2) because they built only upon the strengths of China’s past ex- 
perience in cooperatives while ignoring weaknesses; and (3) because 
they called for inclusion of all political groups. 

Recently when American friends of CIC cabled the request to Dr. 
Kung and to the Generalissimo that US$50 million be designated for 
CIC, no serious response could have been expected. Did Americans 
realize this sum amounted to almost 1 billion Chinese dollars? An 
outright allocation could only have contributed to inflation. 

CIC needs to expand step by step. New funds becoming available 
must lead directly and quickly to new production. 

Recent discussion of CIC expansion has assumed the desirability 
of doubling the number of cooperative units and tripling membership. 
Dr. Tsiang favors a 50 percent increase in cooperative units and 100 
percent increase in membership. He believes that CNC$70 million is 
a top figure of what can be employed really usefully. Such a sum is 
likely to become available if the CIC organization is strengthened. 
The movement requires three types of financial assistance. Long term 

investments should be made by the Government; short term, by the 
banks; and funds for training and social service should come from 
private sources. 

Dr. Tsiang regards himself as a strong advocate of independent co- 
operative production. He opposes inclusion of the movement within 

overnment bureaucratic controls. He opposes management of the 
movement by the banks. He favors keeping the movement in- 
dependent. 

ersonnel is the principal shortage of CIC. Personnel must be 
trained. Trained personnel must be adequately paid. 

The Chinese Industrial Cooperative Movement has a wartime im- 
portance and may play a very important role in the transitional period 
after the war. e 


Post-war views 


The Chinese Government now realizes that at the end of hostilities 
private industry will return to the coast. The Government will, how- 
ever, operate industries west of Hunan and strengthen communica- 
tions in the interior. Before the war most of China’s roads and rail- 
roads were exposed to attack. The Chinese now see the danger of that 
situation and will avoid repeating it. , 4 

Dr. Tsiang expressed very strongly the opinion that China's main 
problem in the near and further future is to save the Chinese financial 
system from the complete collapse experienced by Germany. China's 
foreign exchange reserves are good but the internal value of the dollar 
is weak. Opening of transport immediately will help the internal 
value of the dollar. Meanwhile, it is most important to apply eco- 
nomic mobilization in China with a view to preventing run-away 
price rises, particularly of rice. , 

The Chinese Government is not greatly concerned in the problem 
of Chinese minorities in the South Seas. The main: concern, so far 
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as the post-war period is concerned, isin China's reconstruction. The 
Chinese hope to receive for this purpose a great deal more than the 


erat billion dollars which the American Government has loaned 
em. 


Relations with Anglo-Saxon Powers 


Dr. Tsiang brought up the story of China’s repeated offers to help 
the British defend their own territories in the Far East. He assigned 
responsibility for wishful thinking in Britain and the United States 
to Ambassadors Craigie and Grew. He felt that Ambassador Clark- 
Kert was as exasperated as were the Chinese at the British colonial 
mind. 

Dr. Tsiang said there was no doubt whatever that the Chinese in 
Malaya—even the second and third generations—would have cooper- 
ated actively in guerrilla fighting and in applying scorched earth had 
they been offered an opportunity. 

So far as the Burma campaign is concerned the main disappoint- 
ment of the Chinese lay in (1) lack of coordination between the 
British forces in the south and the Chinese forces in the northeast 
and (2) British air losses. 

When General Wavell was in Chungking on January 1 he welcomed 
China’s offer of six divisions to fight upon the Burma fronts. How- 
ever, the Burmese Government frustrated this plan and would accept 
only two divisions—later only two brigades. Now there are (April 
15, 1942) more than two divisions actually in action. The dispatch 
of larger forces was opposed by the Burma Government on grounds 
there was a shortage of transportation facilities and other supplies. 

The British Royal Air Force has lost most of its planes on the 
ground. This has been due, Dr. Tsiang said, to poor intelligence and 
lack of cooperation with the native population. 


Radio—Instrument of Defense 


The Chinese have evolved the most perfect spotting system in the 
world. Around Chungking and Kunming, Chinese spotters are no 
more than 50 kilometers apart, along a circumference 200 miles dis- 
tant. Other spotters, further distant, are less dense. Warnings are 
given by radio. E A > 

Within China is produced a large part of China’s radios. Dr. 
Tsiang told of “Smallpox Wu” who left General Electric in the 
United States where he received US$800 per month to return to 
establish a factory in Changsha at a monthly salary of CNC$200. 
The factory at Changsha is one of many. 


Democracy in China 


Dr. Tsiang reviewed the present structure of the Peoples Political 
Council. He said that Dr. Chang Po-lin has remained head of the 
praesidium or permanent executive committee of the Peoples Politi- 
cal Council. Two-thirds of the members of the PPC are elected by 
provincial assemblies. Each province has an assigned quota deter- 
mined by its population. Szechwan’s is eight; as is Hunan’s. Every 
province is represented, including all the occupied provinces. The 
other one-third of the members are elected representatives of special 
groups such as professors, journalists, minority parties, etc. 

The next election of all representatives to the PPC must be com- 
pleted by Jun 1942. 


e 
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The provincial assemblies or Provincial Peoples Political Councils 
are elected by Asien representatives who in turn are elected by heads 
of villages. Heads of villages are elected by householders. There 
is no disqualification from voting on grounds of party membership 
in any party. Itis not necessary to be a member of the Kuomintang 
in order to vote. All parties are represented and all may influence 
elections. 

The resolutions of the PPC are placed before the National Supreme 
Defense Council which assigns the recommendations in question to 
appropriate departments with the notation “accepted,” “under con- 
sıderation,” or “to be revised.” The PPC operates in an advisory ca- 
pacity alone. 

No constitutional conference will be called before the end of hostili- 
ties. The PPC system is experimental and educational, leading to 
experience required before the final stage of constitutional govern- 
ment can be entered. 

Kuomintang-Communist relations are quiescent. There has been no 
outward friction for over a year. Leaders of both parties are trying 
to compose differences. Dr. Tsiang did not know if supplies were still 
going to the Communists in the Northwest. He did not think the 
Communists were actively fighting against the Japanese. 

Dr. Tsiang spoke nostalgically of his friendship with Litvinov in 
1935-36. Dr. Tsiang said that Litvinov agreed with him that the 
Chinese should have only one government and one army, and that 
China’s problem then was to obtain an understanding with the Com- 
munists on this basis. 


Dr. Tsiane Tinc-ru (B) 


On May 7 Dr. Tsiang Ting-fu conversed again with the same ob- 
server. At this time Dr. Tsiang said that according to China’s best 
sources of information the Germans and Japanese were planning a 
joint attack upon Russia in late May. Until recently Russian officials 
have not taken China’s warnings seriously. At last, however, Russia 
is sending back high officers in the Red Army to the Soviet Far East. 
Even during the height of the German attack last December virtually 
none of lower rank troops was transferred from the Soviet Far East 
to European Russia. 

Chinese Military Mission 

Dr. Tsiang revealed that China’s Military Mission is in Washing- 
ton for two purposes: 

(1) To complete arrangements for air transportation into China 
under a formula whereby 75 percent of the planes will be operated 
by the United States Ferry Command; 25 percent, by CNAC. Some 
experimental flights have been made and limited freight is already be- 
ing carried. We must change our attitude, Dr. Tsiang said, and cease 
regarding air freight as an emergency measure or as a substitute 
avenue for land freight. We must revolutionize our thinking and 
regard it asa regular, permanent facility. y 

(2) The Mission is helping to plan an Allied air offensive based 
on China. The rare surprise attack on Japan may be spectacular, but 
it will not win the war. China’s new strategy—that of General 
Hsiung and of the Chinese Government—is to advance in the air step 
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by step from Szechwan to Hunan, Kiangsi, Hupeh, then finally to 
Chekiang and Fukien. In each province the Allies would seize mas- 
tery of the air so that supply depots could be established and reserves 
built up under really effective air protection. 

The Chinese counteroffensive on land cannot have real effect or 
success until a decisive naval battle is fought, Dr. Tsiang said. Until 
then, and until air cover is provided, the Chinese Army will not be 
sufficiently mobile to take the initiative in a general counterattack to 
drive the Japanese Army out of China. Decisive land operations 
must be coordinated, therefore, with air and naval operations. 


Anti-British sentiment 


Dr. Tsiang mentioned that Ambassador Gauss called upon him 
before going to India to see if the anti-British propaganda in the 
Chinese press could be subdued. Dr. Tsiang said that at the present 
time (May 7, 1942) there is a noticeable moderation in the tone of 
the Chinese press. But, he went on, there is ample reason for China’s 
feeling. China’s resentment is real and justified. For example, be- 
fore December 7 the National Resources Commission and Ambassador 
Clark-Kerr requested Burma Shell to let the Chinese buy units of 
refinery apparatus to put into operation in Kansu. The apparatus 
would have helped to ameliorate China’s fuel problem. Large re- 
serves of oil are in the ground. The Chinese received no reply from 
Burma Shell for weeks; not in fact until long after December 7. 
Then it was too late for plans to be carried through. All the refineries 
in Burma are now destroyed. 

The Chinese Government, Dr. Tsiang said, felt intense resentment 
at the conditions which the British Government tried to impose upon 
its loan to China. One condition was that the Chinese had to explain 
to the British the use of every withdrawal of more than $10,000. 
The American loan agreement contained no such stipulation—even 
regarding the terms for repayment. The American loan is on deposit 
in the United States. Thus far, only $100 million has been attached 
for support of the Chinese issue of savings certificates. These are 
not going well at all. Dr. Tsiang said he could not understand value 
variations in the rate of sale for certificates, for bonds, and for market 
transactions in foreign exchahge. M 

Reverting to the question of Chinese feeling toward the British, 
Dr. Tsiang said that the most telling condemnation of British policy 
is seen in Britain’s treatment of the Burmese population today. 
“Look,” he said, “how the British treat the Australians who are white 
and in a position to cry to the international press over their peril 
and their grievances. Then compare the Burmese who are merely 
colonial yellow men left to their fate.” 

Dr. Tsiang confessed to a feeling of bewilderment and bitterness 
oger British and American delays and indifference towards the Burma 

ront. 


Trafic through the Northwest 


_ When Dr. Tsiang was asked if the Chinese were pressing prepara- 
tions to Increase freight haulage over the Northwest highway he said 
they were not. He said that it is not a question of raising traffic up 
to 3 or 5 thousand tons a month. If the Chinese could count upon 
500 tons a month they would go after and carry back all the way 
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into China all cargo set down at Alma Ata. Nothing, however, seems 
possible. Russia's transportation system is immensely complicated 
and has never been too good. Now the system is taxed beyond its 
capacity. Even the transport of small quantities of supplies by rail 
from the Black Sea or the Persian Gulf and the Caspian Sea to Alma 
Ata has been ruled out by the Russians themselves despite China's 
repeated and urgent requests. 


Dr. H. H. Kune 


Dr. H. H. Kung, China’s Minister of Finance, Governor of the 
Central Bank of China, and Vice Chairman of the Executive Yuan, 
is overworked. Early in 1942 his health broke badly. He is fast 
becoming an old man. Since 1941 he has lost weight, color, hair, and 
some of his celebrated buoyancy, but he appears to have lost none 
of his self-confidence. Indeed, his pride in China and in his part in 
China’s war is conspicuous. 

On April 22 Dr. Kung talked at length about problems involved 
in the programs of the Institute of Pacific Relations and of United 
China Relief. It was typical of him to have given time to these mat- 
ters, for he has taken the lead in supporting a wide variety of Sino- 
American intercultural projects. 

Moving to questions of more general interest Dr. Kung commented 
upon the American loan to China. The purposes for which the loan 
were intended are well known, he said. The Chinese appreciated the 
general philosophy which underlay its announcement. The Amer- 
lcans were not prescribing. They recognized that the Chinese best 
knew how to help themselves. The same could not be said of the 
British, he complained, who were at that moment trying to lay down 
conditions to govern their loan. 

In greater heat Dr. Kung maintained that the British still slum- 
bered even after the disaster in Malaya and the catastrophe develop- 
ing (April 22) in Burma. He pointed indignantly at Hong Kong and 
Shanghai where the British seem complacent over transfer of mu- 
nicipal authority into Japanese hands, even though the Japanese 
had recently been killing the cities’ defenders. Dr. Kung could not 
see that the British were putting up any serious defense of Burma. 
What was worse, they would not permit Chinese troops to make an 
all-out effort to stop the Japanese. Questioned as to what lay behind 
General Stilwell’s assignment in China, Dr. Kung replied that at 
the outbreak of the Pacific war President Roosevelt placed the China, 
Indo-China, Burma (sic), and India (sic) war theaters under the 
command of the Generalissimo. At the same time everyone knew 
that the United States had to take the lead in the Pacific war theater. 
President Roosevelt found a high ranking officer upon whom the 
Generalissimo could rely for help. When Stilwell arrived the Gen- 
eralissimo appointed him as Chief of Staff in order to coordinate 
operations. Dr. Kung would not elaborate upon the success of this 
formula. "k : Le Aa 

Dr. Kung attracted very hostile criticism for his activities as Min- 
ister of Finance. Even some of his closest colleagues described him last 
year asa “goody goody.” The very close understanding and coopera- 
tion reached by Dr. Kung and the late Mr. Manuel Fox appears to 
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have contributed to a general re-appraisal in Chungking of Dr. 
Kung's policies and work; and, to some extent, to repair the damages 
to his reputation. Therefore, Dr. Kung’s spontaneous discourse upon 
the tasks involved in being China’s Minister of Finance proved 
interesting. It is a very complicated business, he said, to run a 
treasury which has to feed and clothe an army of 4 million while 
building up the base of resistance in the rear. It is hard to retain 
public confidence in the currency while government budgets mount 
from year to year. Nevertheless China’s foreign credit position has 
never been better. “I paid off,” he boasted, “a ian we received from 
the United States in 3 years which you expected us to take 7 years 
to do, and that, during this war!” 

It was evident that Dr. Kung personally took credit for this per- 
formance. He said very pointedly that America’s half billion dollar 
loan had been China’s first real credit. Previous commodity loans had 
been promptly repaid in goods. China’s foreign obligations had been 
regularly serviced throughout the war. These remarks, made didac- 
tically, revealed a mood of very great pride in his accomplishments 
as wartime China’s Minister of Finance. 


Mr. K. P. CHEN 


On April 17, 1942 Mr. K. P. Chen, chairman of the Currency 
Stabilization Board, appeared much older and more fatigued than 
the year before when he confessed to his friends that his career was 
over. His associates in Chungking say he resists all new assignments, 
is without any ambition, and frequently reveals feelings of futility 
concerning the future. He has a wide circle of affectionate personal 
friends and admirers who swear by his personal integrity. His views 
on financial questions, at present, are said to be in harmony with 
those of Dr. Kung. No one in Chungking seems to regard him as 
a possible future Minister of Finance. He is an admirer of Dr. Soong, 
but is not considered a Soong man. i 13 

Mr. Chen expressed great concern over the American isolationists. 
He feels that they may be in hiding, but they are not yet impotent. 

He was fearful of the pessible development of a dangerous situa- 
tion in India. He believes that if India goes, China’s line of contact 
with Britain and the United States will be cut. Only the northwest 
route through Russia would remain. Apart from technical difficul- 
ties of increasing traffic on this road, political complications would 
arise from having to deal with the two Ma's, Shen Sheh-tsai (whom 
Mr. Chen described as “half-Soviet”), and the Soviets. 

Mr. Chen was not disposed to make public figures on the currency 
situation. He mentioned 16 billion as the official number of notes in 
circulation (April 1942). His oblique remarks indicated that monthly 
increments are not less than 1 billion. Mr. Chen said that the Curren- 
cy Stabilization Board had ceased being an agency of any importance 
in China. The problem of foreign trade financing is academic. The 
arrangement embodied in the CSB is retained simply because the par- 


ticipating governments approve certain imponderable values in the 
international formula. 
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Dr. Wane CHUNG-HUI 


Dr. Wang Chung-hui, formerly Foreign Minister, is now (April 
1942) head of China’s Supreme National Defense Council. While 
he does not appear to carry outstanding weight politically in Chung- 
king Dr. Wang is said to be a veteran member of the increasingly im- 
portant Cheng Hsiieh Hsi (Political Science) group. His record 
abroad and at home is such that he would undoubtedly occupy an im- 
portant position in the Chinese delegation to any peace conference. 

China, he said, believes that America’s counteroffensive against 
Japan should be based upon China and India. China’s own prin- 
cipal military requirement is planes. There are at least one thousand 
trained Chinese pilots ready to use them. 

The American Volunteer Group has done a good but limited job. 
The air strength placed at China’s disposal will probably be devoted 
first to the defense of Burma through which China’s lifeline still 
(April 14) passes, Indeed, as her supplies increase, China will begin 
to take the initiative in Burma with the aim of recapturing Rangoon 
and thereby obtaining a seaport. 

China is not dissatisfied with America’s allocation of military sup- 
plies. China knows that she will have all the supplies which can be 
hauled by existing transport facilities; and which will be carried on 
by newly developed facilities. 

Dr. Wang said that China is self-sufficient in production of am- 
munition, light arms, and trench mortars; and that there are scat- 
tered arsenals in China amounting in number to over forty, three or 
four of which are in the Chungking area. These arsenals draw upon 
Chinese raw materials. Copper is imported, but it is also produced in 
China. Before the Indo-China railway was cut stores were ac- 
cumulated. But China cannot produce—in this order of importance 
and of need—planes, heavy artillery, or tanks. China does not be- 
lieve that America needs to send an expeditionary force to the Chinese 
mainland; only supplies. China has no objection to providing the 
manpower. 

Dr. Wang believes that Japan may attack the U.S.S.R. at the mo- 
ment when the Germans launch their simmer counteroffensive in 
Europe. China then, he said, would launch a counterattack, possibly 
in the north but probably in Burma in order to take advantage of the 
weakening of the Japanese there, whereby China would assure her 
supply lines abroad. 

At present, the Chinese are studying the possibility of enlarging 
traffic over the Northwest Highway. Trade now is slight. Should 
this route become China's only outlet, trucking over highways and the 
use of animal stage routes would be pushed. 

Chinese have the impression that the British are “mathematical 
soldiers.” They give up when the figures show their position difficult. 
In contrast Chinese prisoners are rarely taken, because Chinese soldiers 
fight to the death. Chinese are impressed by the large number of 
British prisoners taken in Hong Kong (4,000) and Malaya (70,000) 
and now by the half-hearted resistance of the British in Burma. 

The British did not refuse flatly Chinese offers of aid to Hong Kong 
and Malaya, but they vacillated. Admiral Chan Chak in Hong Kong, 
for example, was, after agreement with the British, assigned by the 
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Chinese Government to organize Chinese volunteers. Seven thousand 
were mobilized at the moment the agreement was reached—2 weeks 
after December 8. But not until December 25 were these volunteers 
permitted to obtain arms. Hong Kong surrendered before the arms 
were distributed. 

Dr, Wang said that offers to organize Chinese volunteers had been 
made to the Hong Kong and Malayan governments repeatedly before 
December 7. He intimated that the first serious offer of help was made 
shortly before the collapse of France in 1940. This offer related to 
Burma and was flatly rejected by the British who feared offending 
Japan. Subsequent offers were made to British authorities in Hong 
Kong, Malaya, and Burma. 

When the Japanese threat to Burma began to develop the Chinese 
offered to send troops to Burma. The British were, at first, indifferent; 
then consented to mobilization of the Chinese on the frontier but with- 
in Yunnan; then consented to movement into the northern Shan 
States; then permitted movement as far as Mandalay; and finally 
permitted their movement to the Goungoo front. Dr. Wang said that 
Chinese military leaders wished from the first, to use their troops in 
the defense of Rangoon itself. The British assured them that they 
had the situation in hand. Dr. Wang did not confirm a report that 
the British, even in the later stages of these delays, had consented to 
permit Chinese to enter Burma only where troops were unaccompanied 
by officers. Burmese fifth columnists are active against the British; 
less so against the Chinese in Burma. Dr. Wang was vague about the 
actual date that the Chinese began moving in Burma. He said March 
1 at one time; then implied that the movement had begun about 
February 15. ; ‘ 

In commenting on the important Chinese minorities in Indo-China, 
Burma, Thailand, Malaya, the Netherlands East Indies, and the 
Philippines, and about what Chinese leaders believed should be the 
role of Chinese living in these areas in the post-war period, Dr. Wang 
said there are three future possibilities: (1) ‘These areas may become 
part of China; (2) plebiscites may be held in these countries to de- 
termine whether each area “keeps its present rulers or accepts new 
ones”; and (3) the areas aifd their resources may be held in trust by 
an international governing body whose main task would be to indus- 
trialize the areas and allow all nations to have access to raw materials. 
Dr. Wang said Chinese preferred alternatives (1) and (2). 

Chinese favor radical disarmament at the end of the war. It will, of 
course, be necessary, Dr. Wang said, to have some sort of police force; 
Japan must be entirely disarmed while limited arms may be left in the 
hands of the victor powers, meaning Russia, United States, China, and 
Great Britain. 

Dr. Coane Kia-neav 


When Dr. Chang Kia-ngau, Minister of Communications, was 
visited on April 17, 1942, he laid out a folio of maps upon which he 
traced the new routes through Burma being constructed by the 
Chinese Government. His remarks indicated that road building is 
(April 17) in a much more preliminary stage than skeptical observers 
in Calcutta had intimated. The two road-building projects now 
being pushed are the road from Ledo across to Fort Hertz, down the 
headwaters of the Irrawaddy to Myitkyina, then across to T’eng-yueh, 
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then to Lung-ling, then into China; and second, a road across the 
Hukwang Valley connecting with the Myitkyina-Mandalay Railway. 
The former may be completed, Dr. Chang said, for use by jeeps before 
the beginning of the rainy season in July. Neither road will be ready 
for actual operations before autumn or the end of the year. — 

So far as air transport is concerned the run from Ássam is still in 
its experimental stages. Some air transport is coming from Calcutta 
and environs to Burma. y 

It appears that the road situation is generally better known in Cal- 
cutta than in Chungking. But in Chungking definite information was 
available upon a considerable transfer of labor to northern Burma 
for road construction purposes, and it was learned that the Hsi- 
ch’ang to Chengtu highway is completed. A re-surfacing job is now 
being done on the highway which was completed in 18 months. 


Mr. C. C. CHEN 


On May 4, 1942, an interview was held with Mr. C. C. Chen, assist- 
ant director of the National Resources Commission of which Dr. 
Weng Wen-hao is the head. Mr. Chen, Mr. Y.C. Koo, and Mr. O. K. 
Yui are regarded as the ranking administrative assistants in the 
Ministries of Economic Affairs and Finance. They exercise strong 
infiuence on affairs and are considered outstanding among China’s 
younger statesmen. Mr. Chen, in particular, has a philosophical turn 
of mind. His ideas have been embodied in the post-war plans of the 
National Resources Commission. At present, Mr. Chen maintains 
that transportation is the main obstacle to expansion of the current 
productive activity of government industry, that government enter- 
prise is not less profitable than private enterprise, and that the 
quantity of new money but rather the purpose underlying its issue 
is the key to understanding the long-term effects of inflation. For de- 
tails upon current industrial activity Dr. Chen refered the observer 
to Mr. C. C. Wu, secretary to Minister Weng Wen-hao, and to Dr. C. 
Sun, research director of the National Resources Commission. 


Dr. C. Sun anp Mr. €. C. Wu 


In a long interview on May 6, 1942 Dr. C. Sun and Mr. C. C. Wu 
summarized aspects of the current program of the National Resources 
Commission. Much of what they said is common knowledge; some 
of it, however, can be found nowhere in print although it is the sub- 
ject of confidential discussion in Chungking. In brief, they said: 
The National Resources Commission 


On behalf of the Chinese Government, the National Resources Com- 
mission is operating one hundred industrial, mining, and power units. 
In the field of heavy industry these units occupy a dominant position 
in Free China. Related enterprises are run by the Ordnance Depart- 
ment of the Ministry of War whose main concern is in arsenals and in 
the industrial raw materials, iron and coal. The Ministry of Com- 
munications operates machine shops producing automotive spare 

arts; and runs the workshops of China’s government-owned railways. 

No generalization can be made concerning the profitability of NRC 
enterprises as a whole. The only enterprise admitted to be entirely un- 


MORGENTHAU DIARY 889 


profitable is the mining of antimony produced for export purposes 
despite an adverse exchange rate and high transport costs. A few 
public utilities, in addition, have been penalized by maintaining fixed 
charges while coal prices rose. All other types of enterprise within 
the NRC scheme have proven profitable; although measurement of 
the degree of profitability is complicated by the general inflationary 
situation, differences in accounting procedures, assessment of assets, 
and so forth. 

Each unit of the NRC has a separate budget and operating manage- 
ment. The NRC provides, however, a central purchasing agency for 
all foreign imports. There is no central purchasing agency for ac- 
quiring raw materials locally accessible. Finished goods are sold at 
market prices to all except the Ministry of War and the Ministry of 
Communications which enjoy substantial discounts. 

The Industry and Mining Adjustment Administration of the NRC 
assisted, initially, in the removal of private factories from coastal and 
Yangtze China to the interior. Having helped to re-establish these 
factories, it now helps to finance their operation. The Government 
has made available CN$20 million to cover the liabilities of this ad- 
ministrative agency. By recommending private industrial invest- 
ment, this agency at present occupies a position of great influence as 
an intermediary between private industry and banking institutions. 

The NRC industrial units are of the following classes (a) Metal- 
lurgical, (b) machine, (c) electrical appliances, and (d) chemical. 

Its mining units are of the following types: (a) Coal, (b) oil, (c) 
iron ore, (d) copper, (e) lead, (f) zinc, and (g) the export minerals 
of antimony, tin, tungsten, and mercury. 

The NRC operates 20 power plants. The largest is located in Kun- 
ming and generates at maximum capacity 9 million kilowatt hours 
Ps year. The smallest is located at Hsi-ch’ang—70,000 kilowatt 

10ULS. . 

Mr. Wu and Dr. Sun sketched the main areas of distribution o 
China’s industrial plant. 

Chungking is China’s most important center of private industry. 
Chungking and Kunming have received equal emphasis as centers of 
Government industry. InChungking there are units of iron works, 
steel works, textile plants (entirely private), chemical plants (partic- 
ularly paper), flour mills, production units of cement, ship building, 
electrolytic copper plating, tung oil distillation, and works for con- 
verting gasoline burning engines to tung oil burners. 

Kunming, in Yunnan, contains machine shops, iron and steel pro- 
duction, cotton mills (entirely private), cement production, produc- 
tion of electrical equipment, a tin refinery, production of carbides and 
acids, soda plants, and tire repairing plants (now defunct). 

Kweilin, in Kwangsi, contains a tin refinery, electrical plants, cot- 
ton mills, a blast furnace (10 ton daily capacity), and is near tin and 
coal mines. 

Sian and Pao-chi, in Shensi, contain cotton and flour mills. Coal 
mines are near. 

In the Lo-shan area of western Szechwan there is a production of 
salt, paper, soda, silk and woolen goods, and considerable coal mining. 

‘Lanchow, in Kansu, contains machine shops, battery making plants, 
plants producing porcelain insulators, woolen textile plants, and is 
near coal mines. 
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Near Changsha and Heng-yang in western Hunan there are coal 
and iron mines and a concentration of machine shops. | : 

Kan-hsien is the chief industrial center in Kiangsi Province. 

In Kweichow the provincial Government and the NRC cooperate 
in the production of coal and in operation of power plants (10 pro- 
vincial units) while provincial authorities sponsor printing works, 
distillation of tung oil, and glass production. i 

In Chengtu there are paper plants, copper wire plants, textile and 
flour mills, and printing shops. € 

Dr. Sun admitted this review was sketchy. It did offer, however, 
a general over-all picture of the areas of main activity. Turning from 
the question of geographical location to comment upon types of en- 
erie Dr. Sun and Mr. Wu made the following observations: 

rivate production of iron and steel is larger than Government 
production. The Government will complete several additional plants 
by the end of 1942. China produces adequate pig iron, but possesses 
insufficient steel producing capacity. One plant does, however, have 
the capacity for producing 100 tons per day. ; 

The problem of obtaining adequate electrolytic copper for China’s 
arsenals and her electrical requirements is one of raw materials. Cop- 
per ore of a content of 3 percent is available in the mountains. Native 
labor is used to mine this ore. Mining and refining equipment is lack- 
ing. Chinese arsenals have imported a good deal of copper under 
Lend-Lease and stocks for some time are in the hands of the arsenals. 

Inadequate refinery equipment for lead and zinc means that the 
limited possible production is entirely allocated to the arsenals. China 
suffers an absolute lack of resources and has been importing lead and 
zine under Lend-Lease. 

China mines ample tin, antimony, and ferrotungsten ores for her 
own needs. Adequate tin refineries exist in China. China is rich in 
these resources, but mining for a fairly stable foreign market is penal- 
ized by the artificially high exchange rate of the Chinese dollar. The 
Chinese dollar, exchanging at 18 to 1 against the American dollar, has 
risen 6 times since 1937 while domestic costs of labor and transporta- 
tion have risen 40 times. 

Machine shops, amongst the NRC industrial units have been estab- 
lished which now produce prime movers, boilers, steam engines, tur- 
bines, generators, drilling machines, lathes, pumps, machine tools, 
spinning machines, gas engines, and armament parts. The largest 
steel rolling machine has a capacity of only 10 tons daily. Private 
electric furnaces use scrap steel and iron. The Government produces 
its own pig iron used in many Government electric furnaces to make 
steel. 

The NRC electrical appliance units use imported materials, parts 
and raw materials, to manufacture entire radios. The NRC has four 
such factories producing electrical wire, vacuum tubes, light bulbs, 
telegraph and telephone apparatus, generators, transmitters, and 
battery cells. Vacuum tubes are manufactured in Chungking, Kun- 
ming and Kweilin. Telegraph and telephone apparatus is manu- 
O d under agreements enabling use of Siemens patents. The 
NRC has one separate factory manufacturing radios, loud-speakers, 

d TANE driven generators exclusively for military use. Many plants 


re producing porcelain insulators whose weight makes it desirable 
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to produce near areas of use. During 1941 the NRC produced 542 
radios; the 1942 plan calls for 1500. Virtually the entirety of this 
production is assigned for military use. Registration of radios is 
now in process, the number will be less than half a million. All broad- 
casting is controlled by the Government, the outlets numbering less 
than twenty. 

The original plans of the NRC contemplated leaving to private 
concerns production of hydrochloric acid, bleaching powder, and 
soda. At present the NRC is going into this field emphasizing par- 
ticularly sulphuric acid and nitric acid. An important sulphuric acid 
plant is located in Kiangsi. NRC soda works are located in Kun- 
ming. Liquid fuels are being produced from tung oil, coal, and 
rapeseed. Diesel oil is being made from tung oil and lubricating oil 
from rapeseed. Fuel substitution in China has risen with about half 
of China’s trucks burning gas substitutes. In 1941, 6 million gallons 
of industrial alcohol were produced. Since tung oil cannot now be 
exported, it is expected that refining plants can expand their annual 
capacity in 1942 to 5 million gallons. Before December 1941 ex- 
periments had been successfully carried on enabling cars to use un- 
refined tung oil by a change in carburetors and other parts in the 
motor. There are cars within China at present adjusted to operate 
on straight tung oil. 

In 1941 the coal production of the NRC was one-half million tons. 
During the first quarter of 1942 NRC coal production was 200,000 
tons. The expected production for 1942 was 1 million tons. This 
compared with total annual coal production for Free China of 6 
million tons in 1941. 

The NRC has begun to develop two fields of natural oil and one 
of natural gas. Seventy-five miles from Chungking natural gas is 
available in quantity, the limiting factors being transportation and 
cylindrical containers. The Kansu natural oil fields are in their ini- 
tial stage of development. Refining equipment is inadequate, but 
during 1942 it is expected that production of gasoline will reach 2 
million gallons. Simultaneous production of diesel oil and kerosene 
is expected. There is a small refinery now operating in Kansu. A 
new plant was en route to China when the Burma campaign reached 
its acute stage. The Chinese are attempting to make a refinery of 
their own, but no great optimism is felt concerning this prospect. 
With new equipment it is thought that there would be no real maxi- 
mum for production. On the eve.of the Pacific war the NRC, sup- 
ported by the British Ambassador, attempted to purchase refinery 
equipment from Burma Shell. British authorities in Burma vacil- 
lated, were recalcitrant, and finally saw their-refineries as a whole de- 
molished by their army demolition gangs. The manager of the Kansu 
plant now operating has said that with three refinery units he could 
produce as much gasolineras China imported from abroad in 1936. 

Using native methods the Chinese Communists are producing oil 
from a natural oil reserve at Yen-chang, near Yen-an. This reserve 
is not so promising, however, as the one in Kansu. Near the Lo-shan 
coal fields a plant, operated by the NRC, could produce in 1941 20 
gallons per day of automobile fuel. Out of this experiment will 
come business production of an annual output of 50,000 gallons. 
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Geologists have regarded Szechwan as a promising area for oil, 
but have had no success so far in locating it. 

China faces no problem so far as iron ore is concerned. There are 
many iron fields in Szechwan, Sikang, and Yunnan. In Szechwan 
furnace-produced pig iron amounted to about 10,000 tons in 1941; 
pig iron produced by native methods, an estimated 50-60,000 tons. 

hinese copper ore has low copper content—about 3 percent. Less 
than 1,000 tons were produced in 1941. The NRC produced 150 tons 
of a total of only about 2,000 tons of lead in 1941. Le 

A large private concern in Hunan produced 80 tons of zinc in 1941. 
This represented virtually the entirety of Chinese zinc production. 


Industrial Investment in China 


In an earlier conversation Dr. C. C. Chen had been asked what 
proportion of China’s monetary expansion was assigned to invest- 
ment in industrial productive capacity. The importance of this ques- 
tion lay in the fact that while such investment contributed, initially, 
to currency and price inflation it could operate to arrest that move- 
ment when enlarged industries began putting commodities, in quan- 
tity, on the market. 

Dr. Sun and Mr. Wu made available the following data which are 
entirely inaccessible elsewhere: 

In 1940, 1941, and 1942 the budget of the National Resources Com- 


mission amounted to 2 percent of the total Government budget; 
before 1940, 1 percent. 


Four Government Banks 


Loans by the Joint Administration of the Four Government Banks: 


Toral MEAN e E E ES A CNC$700 million 
Toini Meilaa wen See eee CNC$1,500 million 
Hormsingdustry and mining-_~-_--_________-_________________=____ 14-15% 
Loans by the Individual Government Banks: 
TG TEE) e a o AN CNC$10,045 million 
MEUS RM AAA o A e coca 
BORRADdustry and MMing -—-—-----———-——---——-———--——-------—— 2. 6% 
Twenty-six Private Bankg—1940 

Loans Investments 
CNC$42 mn. | CNC$15 mn. 

of which: of which: 

Percent Percent 
emg A o E A A b 26. 30 
A. OuURiny A Tee ee cae .64 3. 80 
Si, VECO PEU. sosa A a .33 1.10 
E Cor sonoros O AR A .14 . 29 
5. Cultural------------- 1.40 8.8 
6. Government .47 59. 20 


While regretting the conservative industrial investment policies of 
Chinese banking Institutions Dr. Sun and Mr. Wu maintained that 
mere financial assistance, whatever its source, domestic or foreign, 
would solve none of their current problems. Reconquest of Burma, 
reopening of overland routes into China, and import of needed equip- 
ment and materials are the condition for significant improvement of 


Chinese industrial productivity. 
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The Chinese Industrial Cooperatives 


Dr. Sun and Mr. Wu seemed to share the disdain for the Chinese 
Industrial Cooperative movement widely felt in Chinese banking 
circles. Their position might be summarized as follows: CIC has 
been absurdly oversold abroad. Political conflicts undermine the 
movement at headquarters, and poor organization frustrates its ob- 
jectives in the field. Cooperative units inevitably must fall victim 
to general price inflation. In the long run they will become certainly 
non-competitive because units are small and inefficient. If federaliza- 
tion of units is achieved, small-scale Chinese industry will resemble 
its Japanese protoype where poor living conditions, sweated labor, 
and a general low standard of living are the rule. The charge of 
Communist influence was withheld, though they maintained that this 
influence had, at one time, been strong. 


Mr. Ceen La-Fru 


The Chinese Minister of Education, Mr. Chen Li-fu, and his 
brother, Mr. Chen Kuo-fu, are known in China as the leaders of 
the so-called “CC” group—a conservative faction. The “CC” group 
occupied a controlling position in the Kuomintang during the years 
when its political and economic power was based upon the Shanghai- 
Hangchow-Nanking triangle in the lower Yangtze Valley. Mr. Chen 
Kuo-fu, formerly General Secretary of the Kuomintang, is unwell, 


5) 
and within the Party his influence is surpassed at present by that of 


his brother, Mr. Chen Li-fu. 

Mr. Chen Li-fu is an engineer who received graduate training at 
the University of Pittsburgh. He is a social philosopher, philologist, 
and inventor, as well as a shrewd politician. Since 1927 he has taken 
the lead in Kuomintang anti-Communist activity. He is fairly in- 
accessible to foreign visitors. To those whom he sees he speaks very 
deliberate English. His hair is steely grey. His figure and manners 
are delicate, giving no hint of the power which he wields in conserva- 
tive circles of China's political scene. 

Mr. Chen Li-fu is close to the Generalissimo from whom he seeks 
favors frequently at the expense of other confidants—notably, Dr. H. 
H. Kung. The “CC” group strenuously attempted to embarrass both 
'Dr. and Madame Kung after the outbreak of the Pacific war last 
December. An anti-Kung drive was launched-in the newspapers 
and in student circles. Students were susceptible to pressure partly 
because the entire educational system is subjected to growing totali- 
tarian controls mainly under the direction of Mr. Chen. 

During the interview on May 9, Mr. Chen said that China's edu- 
cational system, at present, follows American models. In the long 
run it will be made to operate in harmony with Dr. Sun Yat-sen's 
philosophy. That philosophy, he said, combines Chinese ideas with 
the best of the West. The San Min Chu I is composed of the best 
parts of foreign “isms.” The Chinese character is broad and absor- 
bent. The Chinese feel for example that the Germans, possessing 
many good points, have much to teach the Chinese. The Chinese will 
not, Mr. Chen emphasized, adopt anything “too liberal.” China is 
not like the United States—a “union” of separate states. China will 
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set up a centralizing controlling general standard. The characters 
ta Vung ( AB) ) express the essence of this standard. They mean 
that details may differ, but the general principle applies everywhere. 
That is the real spirit of the San Min Chu I. Authority and contro] 
must come from the center. This will be seen to be the tendency in 
China’s general development. Mr. Chen applied this principle to uni- 
versity curriculum by notmg that out of twenty courses students must 
take eight compulsory, and can take twelve elective courses. This 
illustrates, he said, the spirit of fa Pung. ; 

In reply to the question as to what policy the Chinese Government 
pursued in regard to conscription of students, Mr. Chen said that the 
Chinese Government does not exempt students from military service. 
According to law, university students are temporarily exempted from 
conscription, but they are drilled as military reserve officers. Military 
training is given in middle schools and during the first year of college. 
The Ministry of Education is now considering extension of drilling 
and military training through 4 years of college. 

In the past, Mr. Chen said, the ratio of university students to the 
total population was 1 to 10,000. This infinitesimal proportion of 
students should be conserved and withheld from actual hostilities. 
China suffers no lack of soldiers. China does need officers, however, 
and men with middle school education are in demand for army service. 
The Central Military Academy accepts only men who have completed 
their middle school training. Middle school graduates rejected by 
the Academy receive reserve training in the colleges. 

Within Free China, at present, there are only 700,000 middle school 
students and only 50,000 college students. The Ministry of Educa- 
tion wishes to conserve these numbers as an essential part of China’s 
intelligentsia; and to train some of them as officers in the army. The 
general demand for trained personnel is so great that this year one 
mechanical engineer received eight offers upon graduation from his 
course. 

“Resistance and Reconstruction” is the slogan of wartime China. 
The Ministry of Education carries a special responsibility in recon- 
structive work especially now that China is virtually isolated from 
outside contacts. a 

Mr. Chen devoted a great deal of time to an elaboration of his plans 
for developing educational institutions in thirteen provinces of in- 
terior Free China. The interior of China, he said, is more backward 
than coastal China. Tlliteracy is more prevalent. Capitalizing upon 
the emergency institutional adaptations necessitated by hostilities, the 
Ministry of Education hopes to establish a permanent structure which 
will survive inevitable post-war reorientation in Chinese society. 

The elements of China’s mass education program are evident in 
the pao. Mr. Chen said that classes in primary education are held 
for (1) children, (2) women, and (3) adults. Children attend for 
6 years. Women and adults are given common sense instruction in 
child care, nursing, current affairs, citizenship duties, reading the 
1.000 characters, and singing war songs. __ E 

“Military instruction is the responsibilitv_of the Reserve military 
corps. not the primary school teacher. However, in the primary 
hool, Jectures on the San Min Chu I are given. Adults are in- 
Stele children, more responsive. Success of political education, 
Mr. Chen said, depends upon the personality of the hsien magistrate. 
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If training is enforced, results are accomplished. The citizenship 
training schools are only some 60 percent successful; the rest are ir- 
regular. Irregularities arise from a variety of causes including de- 
parture of men for front line duty and the worry of women over their 
departed menfolk. The people in the interior, Mr. Chen said, are 
very backward. Moslem women still hide their faces in veils. 

The most successful instrument for mass mobilization is, neverthe- 
less, through schools, especially where the teacher is the pao ch’ang. 
The general difficulty in China is that the farmers take things easy, 
are interested only in their land, and are bored with politics. Village 
and city people are more political and more patriotic. 

Within 5 years China will have a planned educational system. Each 
pao will have a 2 year primary course. Each siang cheng will have 
a complete 6 years primary course. Each Asien will have a junior 
middle school. Each district will have a complete 6 year middle 
school, Finally, each province will have a National University. The 
entire system will be developed and controlled by the Ministry of 
Education. This, Mr. Chen said, is a minimum program—a start. 


(Book 581, p. 133) 
RCC 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR 


Chungking 

Dated November 3, 1942. 

Ree’d 1:25 p.m. 4th. 

SECRETARY OF STATE, 

Washington. 

November 3, 2 p.m. 

TF71. 

To Secretary of Treasury from Adler. 


Re one of TF53 of October 8. At Dr. Kung’s suggestion board 
has requested General Secretary and myself to make a trip to north- 
west to investigate possibility of Board's opening an (*) Lanchow 
which would grant United States dollar cover for commercial im- 
ports from Russia. General Secretary and I leaving for Lanchow 
November 3 for about two weeks. 

Gauss. 


MRM 


(Book 595, p. 240) 
TREASURY DEPARTMENT DIVISION oF MONETARY RESEARCH 


Date: December 10, 1942 
To: Secretary Morgenthau 
From: Mr. White 

1. The Stabilization Board of China is calling on the Treasury 
for $10 million in accordance with the Stabilization Agreement of 
April 1, 1941. 


1 Omission, 
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2. This is the first time that China has called on the United States 
for funds under this 1941 agreement. 


(Book 639, p. 46) 


Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: June 1, 1943. 

To: Secretary Morgenthau 
From: Randolph Paul 
Confidential 


With regard to the Chinese financial matters in which Lauchlin 
Currie is interested, Currie sent one of his assistants, Michael Green- 
berg, over to talk to Pehle about the type of information which we are 
going to try to collect. Foreign Funds Control is making a tabula- 
tion of all Chinese accounts received on the TFR-300 census reports 
so that Foreign Funds Control and Currie’s office can go over the list 
and pick out certain cases for further scrutiny. 

We will keep you advised as to developments. 

(Signed) R. E. P. 


(Book 648, pp. 195, 196) 


MEMORANDUM OF A MEETING IN THE SECRETARY’S OFFICE JULY 14, 
1943, ar 11:00 a.m. 
Present: 
Secretary Morgenthau 
Mr. White 
Dr. P. W. Kuo and 
Mr. Hsi Te-Mou, of China. 


Dr. Kuo stated that they were hoping that a decision had been made 
with respect to Finance Minister Kung’s request for $200 million in 
gold. Secretary Morgenthau replied that we had considered the 
matter and that the answer was that we would let the Chinese Govern- 
ment purchase the gold out of the remainder of the $500 million. Mr. 
White indicated that we had not as yet received a formal request from 
the Chinese Government which would satisfy the Legal Division. The 
Secretary stated that naturally before any definitive official decision 
was given that that request would have to be received and that Mr. 
White would explain to Dr. Kuo and Mr. Hsi what was needed. 

Secretary Morgenthau, in response to a question by Mr. Hsi, said 
he thought that the gold might be transferred to the Chinese account 
at once but when Mr. White pointed out that the Chinese would use 
it only slowly and that it might be preferable to transfer it as they 
needed it so as to avoid the necessity of borrowing the full $200 
million from the market, the Secretary at once agreed that it would 
be preferable to transfer the gold to the Chinese account as they 
needed it rather than all at once. Dr. Kuo and Mr. Hsi thanked the 
Secretary and Dr. Kuo invited the Secretary to some dinner in New 

York but Secretary Morgenthau graciously declined. 
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The Secretary said that if they would adjourn to Mr. White's office 
that Mr. White would discuss further details with them. 

Mr. White explained to Dr. Kuo and Mr. Hsi that it would be 
necessary to make a formal specific request from the Chinese Govern- 
ment since we had not received one, and that we had sent a cable to 
Adler asking him to inform Mr. Kung of the Secretary’s decision and 
of the necessity for getting a formal request. Mr. White also pointed 
out that the additional cost to the American Treasury at this time of 
transferring $200 million before the Chinese Government had to use 
it would be an unnecessary expense, and that it would be much better 
from our point of view if the money was transferred to purchase the 
gold as they needed it. It was also agreed that the $20 million that 
they had previously obtained to sell gold would be used first. Dr. Hsi 
asked whether some arrangement could not be made whereby the gold 
could be transferred to India here and shipped from India in order 
to save shipping costs and time. Mr. White replied that he was 
dubious of the willingness of India to undertake a transaction of that 
magnitude, but if they wished he would make inquiry of the British 
Treasury officials. They requested that Mr. White doso and he replied 
that he would let them know after he had spoken to the British 
Treasury representatives about the matter. 

H. D. Ware. 


(Book 649, pp. 88-95) 
JuLy 15, 1943. 

To: Harry White 
From: The Secretary 

Please fix me up a memorandum that I can sign by noon Thursday 
to the President notifying him what we have done with China in 
regard to letting them have $200 million worth of gold. I want to send 
a copy of it to Mr. Cordell Hull. 

T'd like to have this by two o’clock, the latest—two o’clock. 

I think we also ought to ask the State Department to send a cable 
to the American Minister or Ambassador, which ever it is, in China, 
letting him know. I also think we ought to let T. V. Soong, too. 


[Hand written word “finished” appears at end of memo. j 
Treasury DEPARTMENT Division oF MONETARY RESEARCH 


Date: July 15, 1943 
To: Secretary Morgenthau 
From: Mr. White 
CHINA 
1. Attached hereto are: 

(a) Memorandum to the President. 

(b) Copy of memorandum for Secretary Hull together with 
covering letter. (I had already informed Mr. Berle of this mat- 
ter by telephone.) 

2. In accordance with your suggestion, I have informed Dr. T. V. 
Soong of this matter by telephone. 

3. With respect to the American Ambassador in Chungking, I am 
enclosing copy of cable which was sent to Treasury representative in 


= 
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China, which cable would automatically be brought to the attention of 
the Ambassador. 


Juny 15, 1943. 


My Dear CorDeLL: I am enclosing herewith, for your informa- 
tion, a copy of a memorandum I have presented to the President deal- 
ing with the Chinese request to purchase $200 million of gold out of 
the $500 million financial aid as a means of helping to check inflation 
in China. 

I am also enclosing a copy of cable, dated July 14, 1943, dealing with 
this matter sent to the Treasury representative in China through your 
Department. 


Sincerely, 
(Signed) H. MorGeNTHAU, Jr., 
Secretary of the Treasury. 
The Honorable the SECRETARY OF STATE. 
Enclosure 
File copies ret to White. 


Copy of ltr. and enclosures in Diary. 
By Messenger Schey. 4.10. 
ISF/efs 7/15/43 

(Copy) 


Memorandum to the President: 

On July 14, 1943, we sent a message to Dr. H. H. Kung, the Chinese 
Minister of Finance, informing him that the Treasury is prepared 
in principle to agree to the Chinese request to purchase $200 million 
of gold out of the $500 million financial aid as a means of helping to 
check inflation in China. Dr. Kung was also informed that a formal 
request was, of course, necessary before any definitive decision and ac- 
tion could be taken. 

The Chinese Government has already drawn on the Treasury to the 
extent of $240 million out of the $500 million financial aid :—$200 mil- 
lion has been set aside as backing for Chinese Government savings cer- 
tificates and bond issues; $20 million was used to purchase gold, and 
$20 million is being used for the printing of banknotes and the pur- 
chase of relative materials. The purchase of gold with an additional 
$200 million will mean that in total the Chinese will have used $440 
million out of the $500 million financial aid. 

In the message to Dr. Kung, as well as in discussions with the repre- 
sentatives of the Chinese Government in Washington, it has been made 
clear that the Treasury is acquiescing to the Chinese proposal because 
the Government of China deems that the sale of gold to the public will 
aid its war effort by helping to fight inflation and hoarding and that, 
therefore, the decision to purchase the gold is primarily the responsi- 
bility of the Chinese Government. Furthermore, the Chinese have 
been urged to give careful consideration to the best ways of using 
the gold, particularly because of the great costs, difficulties and dangers 
inherent in the use of gold as a means of checking inflation under con- 
ditions existing in China at present. We especially stressed the fact 
that the Chinese Government will by this step be sacrificing large 
amounts of foreign exchange, which could be used in the post-war 

period to pay for imports needed for reconstruction and rehabilita- 


tion. 
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The use of gold coins as against bullion for the purpose was care- 
fully considered. It was felt both by us and by the Chinese Govern- 
ment that this technique for selling the gold to the public would not 
be feasible in the present instance, primarily because it would be neces- 
sary to give the gold coins a fixed monetary value, while it is contem- 
plated that the price of gold in terms of yuan will change frequently 
and substantially as time goes on. 

The suggestion was therefore made to the Chinese representatives 
in Washington that the gold might be sold to the public in China in 
small bars of one or two ounces in order to reach the widest possible 
section of the Chinese public and such bars might have some engraving 
which might suggest the United States origin of the financial] aid, if 
the Government of China so wished. 

SECRETARY OF THE TREASURY. 


JuLy 14, 1943. 
Secret 
To: Adler, Chungking, China. 
From: Secretary of the Treasury. 

Please transmit the following message to Dr. Kung: 

1. The Treasury has considered the proposal of the Government of 
China to purchase $200 million of gold from the U.S. Treasury out of 
the $500 million financial aid, which gold will be sent to China for 
sale to the public as a means of helping to check inflation. 

2. We presume that the costs, difficulties and dangers inherent in 
the use of gold as a means of checking the present inflation in China 
have been fully taken into consideration. 

3. Since the Government of China deems that the sale of gold to the 
public will aid its war effort by helping to achieve greater monetary 
stability, the Treasury is prepared in. principle to agree to its pro- 
posal. 1t will be necessary, of course, for the Treasury to have a 
formal request from you before any definitive decision and action can 


be taken. 
JuLY 15, 1948. 
My Dear Mr. PresiDeNg: Undoubtedly you will remember that 
when you had Madame Chiang Kai-shek for lunch, you asked me to 
see representatives of China in regard to giving them assistance. The 
enclosed memorandum is the result of several conferences with them, 
and I understand they are very pleased. 
Sincerely yours, 
(Signed) H. MORGENTHAU, Jr. 
The PRESIDENT, 
The White House. 


Copy of ltr. and enclosure in Diary. 
Per S. S. Agent 4:04 p.m. 7/15/43 


Memorandum to the President: 


On July 14, 1943, we sent a message to Dr. H. H. Kung, the Chinese 
Minister of Finance, informing him that the Treasury is prepared in 
principle to agree to the Chinese request to purchase $200 million of 
gold out of the $500 million financial aid as a means of helping to 
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check inflation in China. Dr. Kung was also informed that a formal 
request was, of course, necessary before any definitive decision and 
action could be taken. 

The Chinese Government has already drawn on the Treasury to 
the extent of $240 million out of the $500 million financial aid :—$200 
million has been set aside as backing for Chinese Government savings 
certificates and bond issues; $20 million was used to purchase gold, 
and $20 million is being used for the printing of banknotes and the 
purchase of relative materials. The purchase of gold with an addi- 
tional $200 million will mean that in total the Chinese will have used 
$440 million out of the $500 million financial aid. | Á 

In the message to Dr. Kung, as well as in discussions with the rep- 
resentatives of the Chinese Government in Washington, it has been 
made clear that the Treasury is acquiescing to the Chinese proposal 
because the Government of China deems that the sale of gold to the 
public will aid its war effort by helping to fight inflation and hoard- 
ing and that, therefore, the decision to purchase the gold is primarily 
the responsibility of the Chinese Government. Furthermore, the 

Chinese have been urged to give careful consideration to the best ways 
of using the gold, particularly because of the great costs, difficulties 
and dangers inherent in the use of gold as a means of checking infla- 
tion under conditions existing in China at present. We especially 
stressed the fact that the Chinese Government will by this step be 
sacrificing large amounts of foreign exchange, which could be used 
in the post-war period to pay for imports needed for reconstruction 
and rehabilitation. 

The use of gold coins as against bullion for the purpose was care- 
fully considered. It was felt both by us and by the Chinese Govern- 
ment that this technique for selling the gold to the public would not. 
be feasible in the present instance, primarily because it would be nec- 
essary to give the gold coins a fixed monetary value, while it is con- 
templated that the price of gold in terms of yuan will change fre- 
quently and substantially as time goes on. 

The suggestion was therefore made to the Chinese representatives 
in Washington that the gold might be sold to the public in China in 
small bars of one or two ounces in order to reach the widest possible 
sections of the Chinese public and such bars might have some engrav- 
ing which might suggest the United States origin of the financial aid, 
if the Government of China so wished. 

(Signed) H. MORGENTHAU, Jr., 
Secretary of the Treasury. 
HDW/ISF/efs 7/15/43 


JULY 14, 1943. 
Secret 


To: Adler, Chungking, China. 
From : Secretary of the Treasury. 


Please transmit the following message to Dr. Kung: 
1. The Treasury has considered the proposal of the Government 
f Gino to purchase $200 million of gold from the U.S. Treasury 
o t of the $500 million financial aid, which gold will be sent to China 
ah to the public as a means of helping to check inflation. 
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2. We presume that the costs, difficulties and dangers inherent in 
the use of gold as a means of checking the present inflation in China 
have been fully taken into consideration. 

3. Since the Government of China deems that the sale of gold to 
the public will aid its war effort by helping to achieve greater mone- 
tary stability, the Treasury is prepared in principle to agree to its 
proposal. It will be necessary, of course, for the Treasury to have a 
formal request from you before any definitive decision and action 
can be taken. 


ISF/efs 7/12/43 


(Book 649, pp. 182, 183) 


1 (Copy) 
Strictly Confidential 


(Paraphrase) 


A telegram of July 17, 1943 from the American Embassy at Chung- 
king reads substantially as follows: 

Mr. Adler of the Treasury Department has been kind enough to 
furnish us with a summary of Generalissimo Chiang Kai-shek's book 
on economics. We expect to send this summary to the Department 
by mail soon and also to send our translation of the book in due course 
when itis completed. In the meantime, the following memorandum of 
comment on the book has also been furnished to us by Mr. Adler. 

(Beginning of comment.) l , 

1. The book was written by Tao, a graduate of the Imperial Uni- 
versity of Tokyo and former Professor of Economic History at the 
National University of Peking. He is also the author of China’s 
Destiny. Tao feels antipathy toward both Westerners and returned 
Western students, which may be due to his being a Japanese returned 
student. His book on Chinese Economic History is very uneven. He 
has a reputation in the academic world of being somewhat crack- 
brained and of being plagiaristic and sciolistic. Both of these books, 
Chinese Economics and Chiga’s Destiny, are poorly written. 

At the present time Tao is living with Chiang Kai-shek’s closest 
secretary, P. L. Chen. During the early 1930’s he was the right-hand 
man of Wang Ching Wei. In 1940 he came back to the Chungking 
fold. His reason for doing so was that the Central Government gave 
him more money than he received from the puppet government, accord- 
ing to popular report. The revelations which he made concerning 
Nanking sold successfully. 

2. Tao’s latest book and also the one which preceded it are a part of 
a systematic and deliberate campaign to maintain that the culture of 
China is superior to that of Western countries. The Government is 
actively promoting this campaign, and Tao is its chief theorist. It is 
another reflection of the phases of mordant and morbid nationalism 
which are being currently experienced by the Kuomintang. If this 
kind of nationalism is persisted in and encouraged, it will not be very 
conducive to China’s wholehearted cooperation in the period following 
the war. Those who take part in this campaign, it should be noted, do 
not take the trouble to assay proofs but stick to assertion and re- 
iteration. 
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_ 8. The book shows a definite Fascistic tendency in ideology. Men- 

tion of official attitudes with which the book is permeated is not 
encouraging from the standpoint of the development of China’s 
democracy. Romantic idealism is the dominant note with ludicrous 
falsification of the history of China. There is significance in this con- 
nection in the fact that the Western economist whom the author singles 
out for praise is the Austrian fascist who discovered in Adam Mul- 
ler’s romantic mediaevalism a justification for a Fascist stand. Adam 
Muller was an extreme German nationalist of the early nineteenth 
century, and, incidentally,. his: doctrine is considered as beneath con- 
tempt by all competent Western economists. 

_4. The intellectual level of the book is extremely low. It contains no 
sign of any appreciation that economics is an integrated and coherent 
discipline and no sign of reasoned or systematic analysis. The whole 
approach is prescientific. Following are the most important points 
which are worth commenting upon: 

A. In general the economics discussion is based on Chi Wu Chi, 
Chinese characters which were first used by the Japanese to translate 
economics into their language. Translated literally, these characters 
mean the supply of things and the management of the world. When 
these characters are taken literally, as is done in Tao’s book, the result 
is an erroneous impression concerning the content and scope of eco- 
nomics as the Western world understands them. 

B. The book bases its discussion of economics in China principally 
on scattered comments concerning economic policy contained in the 
classics and histories of China. By no means systematic, these com- 
ments do not justify in any way the thesis that there was a school of 
economics in China or that this school of economics is superior to the 
economics of the West. Using the Old Testament’s sporadic comments 
on economic policy as a basis for an inference that a Hebrew school of 
economics existed would be just as logical, and it would be more logical 
to infer from Plato’s and Aristotle’s discussions concerning the theory 
of value and of economic policy that a Greek school of economics 
existed. A complete lack of understanding of economics as a science 
is also betrayed by the listing of a few prime ministers as typifying 
Chinese economics. Besides, Sun Yat Sen’s writings and their bearing 
on economic policy are frequently referred to. However, that a 
separate Chinese science of economics existed would never have been 
claimed by Sun Yat Sen. 

C. The book’s discussion of economics in the West is little more 
than a catalog and is sophomoric if not infantile. The conclusion 
reached by the reader is that Tao did not take the trouble to become 
familiar with the actual works of the principal economists of the West 
but merely leafed through an elementary textbook on the history of 
economic theory. He makes no effort to classify Western economics 
according to schools, and his discussion is inaccurate in the detailed 
evaluation of individual Western economics as well as on general 
principle. ; A : 

5. The publication of this book would add nothing to the reputation 
of its actual author or its ostensible author, and it is not surprising 


that it has been withdrawn from limited circulation. 
(End of comment.) 
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A paraphrase of this telegram should be sent to the Treasury 
Department. 


Copy : bj : 7-27-43 


(Book 651, p. 12) 


To: Adler, Chungking, China. 
From: Secretary of the Treasury. 


Secret 


1. Please inform Dr. Kung that: 

(a) Since the 1941 Stabilization Agreement under which the 
Secretary of the Treasury was obligated to nominate the Amer- 
ican member of the Stabilization Board has lapsed, the Treasury 
1s requesting you to submit your resignation to the proper Chinese 
authorities. 

(b) It is the intention of the Treasury (Subject to Para- 
graph 4) to appoint you as Treasury representative in China. 

2. You are hereby instructed to submit your resignation as Ameri- 
can representative on the Stabilization Board as indicated above. The 
Treasury, however, wishes you to stay on in Chungking as Treasury 
representative. 

3. Before assuming your new duties, Treasury will also probably 
want you to go to India for a short period to do a report on the situa- 
tion there in connection with matters relating to the silver market 
and the proposed sale of gold, which are being discussed here at the 
present time. ‘ 

4. If you have strong reasons why you feel that the above action 
would not be desirable, do not (repeat not) submit your resignation 
and cable Treasury immediately what your strong reasons are. 

ISF/efs 7/24/43 


JULY 24, 1943. 


(Book 651, pp. 199-211) 
© 


JuLy 27, 1943. 
12:10 p.m. 


Cuina Purchase or Goo; LenD-Lrase IN Reverse; SILVER; 
BANK or MARTINIQUE 
Present : 
Mr. Bernstein 
Miss Kistler 


H.M. Jr: Let's start with the Chinese business first. This busi- 
ness of the credit of two hundred forty that has been allocated for 
special purposes, what does that mean ? 

Mr. Bernstein: They have in the past received two hundred and 
forty million, of which forty million was used to purchase gold and 
which they kept in New York. You recall when they settled their 
stabilization agreement with us they sold the gold instead of using 
part of the funds under the China Aid. 

We felt—you felt, particularly, that it would be wiser to have 
them pay off the stabilization arrangement with the funds set up 
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for the purpose. The other two hundred million has been used for 
the purpose of acquiring securities which are kept with the Federal 
Reserve Bank of New York, and they are the basis for the 

H.M. Jr: Wait a minute—I have got to refresh my memory. I 
am awfully stale on this. They took forty million out of the five 
hundred to pay for the stabilization fund ? 

Mr. Bernstein: No, sir, they paid that off with gold that they had; 
then replaced the gold they had by buying new gold. 

H.M. Jr: Which they still have? 

Mr. Bernstein : Yes, sir. j 

They later took two hundred million out of the China Aid and 
bought securities in New York, on the advice of Mr. Bell as to the 
type of securities, and so forth. At the same time they began to issue 
these certificates in Chungking. In a sense that two hundred million 
dollars is earmarked for the purpose of meeting at maturity the securi- 
ties issued in Chungking. 

H.M. Jr: Now they want two hundred million dollars. 1 don’t 
see how the hell—how can we keep them from letting them have it 
under the 

Mr. Bernstein : We can’t, except there is the provision that the Secre- 
tary of the Treasury would consult with them as to the best method of 

using these funds for the benefit of China. 

H.M. Jr: Could we do this, tell them they should draw it as they 
can shipit? 

Mr. Bernstein: Yes, sir, we could very well do it. 

H.M. Jr: Because believe me, a million dollars weighs a ton— 
until they get that thing shipped why not tell them to draw on us as 
they can ship it. 

Mr. Bernstein: We had prepared—we had a note from Mr. White 
saying that is what you wished and we had prepared this reply. 

H.M. Jr: Did I say that? 

Mr. Bernstein: Yes, sir. 

(Letter addressed to the Ambassador of China handed to the Secre- 
tary, copy attached.) 

UN Jr: That is all right. (Letter signed.) That takes care of 
that. g 

What is the next thing? 

Mr. Bernstein: You wanted to speak of the reciprocal Lend-Lease. 

H.M. Jr: Yes. 

Miss Kistler: We haven’t heard from Winant with respect to the 
cable. 

H.M. Jr: Have you got that cable? : 

Miss Kistler: Yes. (Copy of cable dated July 10 to Mr. Winant 
handed to the Secretary.) 

H.M. Jr: If you are not prepared—I want to talk with you (Bern- 
stein) about how they turned us down on looking into the Bank of 
Martinique. j 

We haven't heard from the English, either? 

Miss Kistler: No. Halifax is still out of town, isn't he? 

H.M. Jr: Yes, but he has eebo there. 

Vhat is the date, July 10? ; 

ae od July 10. We were going to—you asked us to red a 
fellow; then it was confused because of the delay on this. I under- 
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stand that Lend-Lease has a man over there, Edward Acheson—Dean 
Acheson’s brother—who has been sent to London to handle this. 

H.M. Jr: Supposing we write something like this—you prepare it 
for me—to Winant: “Referring to my cable No. 4206, am disappointed 
that 1 have not had a reply from you. Would appreciate your per- 
sonally seeing the Chancellor of the Exchequer and inform him that 
I would like to have a reply—I would like to have a yes or no as to 
whether or not they will give us between two and three hundred mil- 
lion dollars in raw materials in the form of Lend-Lease in Reverse.” 

Miss Kistler: “Within the coming year” I think we had better add. 

H.M. Jr: And I would say, “See the Chancellor of the Exchequer 
at your earliest convenience.” I wonder if I should include Harriman 
in that. 

Mr. Berstein: The other cable went to Harriman? 

Miss Kistler: No, it went to Winant. 

H.M. Jr: I am going to leave it with Winant. After all, Harri- 
man isn’t there representing me. 

Miss Kistler: If you don’t mention Harriman, then the State De- 
partment cannot omit Winant. 

H.M. Jr: I think I would send it just like that. That is a good 
sharp cable. 

Miss Kistler: Would it be too sharp in view of the fact that all you 
had asked Winant in the previous cable—all you had said was, “I 
would appreciate anything you can do to speed a reply.” 

H.M. Jr: This is dated July 10—this is July 27. 

Miss Kistler: I am wondering whether the previous cable had put 
the responsibility on Winant as Winant had received it. 

Mr. Bernstein: Modify it; say, “Disappointed that we have had no 
reply.” 

HM. Jr: No. Don't water it down; leave it as it is, please. Don’t 
changeit. 

Miss Kistler: When we write to Casaday sometime, we can ask 
Casaday to explain to Winant—I mean, later. ' f 

(The Secretary held a telephone conversation with Lord Halifax's 


secretary, as follows :) Jury 27, 1943 
ULY 27, : 


12:20 p.m. 

H.M. Jr: Hello. dl 

Operator: Lord Halifax is away and Sir Ronald Campbell is in 
charge but he is at the State Department. They don't expect him 
back until after lunch. I have Lord Halifax's secretary on the line. 

H.M. Jr: ['ll—is it a man? 

Operator: No. It’sa woman. 

H.M. Jr: Well—uh—IT’ll talk to her. 

Operator: All right. 

H.M. Jr: Hello. 

Miss Green: Yes, Mr. Secretary. 

H.M. Jr: This is Mr. Morgenthau speaking. 

G: Yes. 

H.M. Jr: Would you give this message to whoever is in charge—— 

G: Yes. 

H.M. Jr: that I am very much disappointed that I have not 
had some reply from the Chancellor of the Exchequer in regard to 
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letting us have between two and three hundred million dollars worth 
of raw materials in lend-lease in reverse. Have you got that? 

G: Indeed, yes. ‘ 

H.M. Jr: Now, I talked with Lord Halifax about it. He said he’d 
send a cable. You can look it up. 

G: Yes, I—I remember that you did—he did 

H.M. Jr: It must be several weeks now. 

G: I cant understand that either, Mr. Secretary. Let me pass 
that message on to Sir Ronald Campbell and I am sure he will find 
out what's happened and let you know. 

H.M. Jr: I mean I ought to get some kind of an answer. 

G: Yes. Certainly 1 will 

H.M. Jr: And I’m—I mean I just—I wish you'd tell him I’m really 
upset about it. 

G: Yes, I will. 1 will do that. Certainly, Mr. Secretary. 

HM Jr: Thank you. 

[Staff conference resumed. | 

H.M. Jr: Let’s get one out. 

Miss Kistler: I will get it out this afternoon. 

H.M. Jr: Let's get it out before lunch. 

Wouldn't it be better to send it to Mr. Hull? I want to bring it to 
his attention. 

Mr. Bernstein: We could transmit it through him. 

H.M. Jr: Take this thing to the Secretary of State. “You will see 
from my enclosed cable to Ambassador Winant that I am disap- 
pointed in not having heard from him. If you see fit, I would appre- 
ciate your adding a word of your own, putting pressure on Winant 
to get an answer forme. Yours sincerely.” I think we will do it that 
way. 

When you get that ready—when it is ready bring it back yourself. 
I think we will send it right to Mr. Hull. 

Miss Kistler: Right. 

(Miss Kistler left the conference.) 

Mr. Bernstein: On the silver, even before this law was passed the 
WPB discussed with us—the General Counsel’s office and Monetary 
Research—the technique for the sale of Treasury silver under this 
new law. The proposal was to minimize the types of control that 
will be needed if Treasury silver goes into the market—that is to say, 
the types of control needed under OPA and under the WPB. 

It was felt—and we agreed with them—that if we could confine the 
use of Treasury silver to four big producers of essential goods it would 
be the least troublesome in controlling it. That is what they propose 
to do. WPB will recommend to the Treasury that silver be made 
available—Treasury silver at seventy-one point eleven cents an ounce 
to four large users of silver. L 

The Treasury will then make a contract to provide silver under the 
terms of the law to these distributors and producers, who will be few 
in number, comparatively speaking, and the Treasury can cancel the 
contracts at any time. From time to time the WPB will notify these 
users of silver to come to the assay office in New York, get the silver, 
and pay seventy-one point een cents an ounce, plus three-hundredths 

tr s. 
of a cent for tr Baron costs We e producers df essen- 

In the meantime, y re Pate ecduct to absorb the 

tial goods be allowed to raise the price of their pr i 
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difference between the forty-five cents and the seventy-one cents. This 
had just been done, apparently, on Thursday. 
H.M. Jr: You are going to let them raise the price? 


Mr. Bernstein: Yes, sir, so that. the producers will be in the same 
position. 


H.M.Jr: Relatively ? 
Mr. Bernstein: Relatively speaking. Their profits will remain un- 
affected. On Thursday the WPB will issue the order confining these 


four industries to Treasury silver. They can't deal in any other silver 
than our silver. 


H.M. Jr: Who are those four? 

Mr. Bernstein: They are the fabricators of solders, of bracing 
alloys—nearly all of it goes directly into—— 

H.M. Jr: Handy and Harman one of them? 

Mr, Bernstein: They will be a distributor. The industries them- 
selves will be just four industries. 

H.M. Jr: Does that mean people who make silver spoons? 

Mr. Bernstein: No, they can’t get it. 

H.M. Jr: It is really people in the industry for war work? 

Mr. Bernstein: Pretty nearly, except that some work may be non- 
war work and still be essential. The OPA order will take care of the 
problem of doing justice to these industries in compelling them to take 
seventy-one-cent silver instead of the forty-five-cent silver they have 
a right to. 

But they want one further safeguard—these industries do—they 
want to be sure that if they buy seventy-one-cent silver then when the 
war ends if they have inventories they will not be stuck with it. We 
have talked it over at great length and cleared—and talked to Mr. 
Bell, also the Mint and the Bureau of Accounts—and these safeguards 
we propose to make. The contract 

H.M. Jr: I won’t go into all that. 

One other thing—what about this thing at Martinique? | 

Mr. Bernstein: On Martinique, Ball went down from Foreign 
Funds. He was instructed to see if an inventory could be made of 
the gold there, and also to look into the problem of bank accounts. 

Hoppenot, with whom My White had spoken in the past—he is one 
of Giraud's representatives up here—has refused to allow the inven- 
tory to be made. He said it would be a reflection of a lack of control 
of the French over their own affairs in Martinique. He will com- 
municate—Hoppenot—with the authorities in North Africa, but he 
will not himself recommend it. He will oppose it, in fact, taking the 
inventory. s 

In the meantime, an inspector of the Bank of France is coming 
down there, and he will probably take an inventory. It is hoped 
that perhaps Ball can stand by with him when the inventory is taken. 

H.M. Jr: Does the State Department know anything about this? 

Mr. Bernstein: Yes, sir, they have been fully informed. We sent 
them a memorandum. 

H.M. Jr: How high up? : 

Mr. Bernstein: Mr. Feis was the man White dealt with on this 
question. 

H.M. Jr: Isit Giraud’s people? 

Mr. Bernstein: Hoppenot is Giraud's man. 


908 MORGENTHAU DIARY 


There has also been a cable on inspecting the bank accounts. They 
have refused to allow them to do that. 

_H.M. Jr: Is there anything Giraud wants from us that we could 
tighten up on him ? : 

Mr. Bernstein: There are transfers of funds that we could tighten 
up on, but not without causing a backfire from Murphy’s people in 
North Africa. That is the most direct control we have over them, the 
accounts of the State banks of North Africa in New York. 

H.M. Jr: Do they have to be replenished ? À 

Mr. Bernstein: They are replenished automatically when the Army 
gets funds over there. We don’t have to license the replenishing of 
them, but the use of them you do. 

H.M. Jr: Whatis Hoppenot’s position ? l 

Mr. Bernstein: He was attached to the Financial Mission. 

(The Secretary held a telephone conversation with Mr. Hull’s 
secretary, as follows:) 

HM Jr: Hello. 

Operator: Secretary Hull has the newspaper men with him but 1 
have Mr. Stone, his secretary. 

HM Jr: That's all right. Hello. 
John Stone: Good morning, Mr. Secretary. 

HM Jr: Hello, Mr. Stone. 

S: The Boss has Bill Hillman of the Colliers in there and I don’t 
think he’d be able to speak very freely with you, sir. 

HM Jr: Well, I can tell you—you can pass it on. 

S: [ll be glad to, sir. 

HM Jr: It’s in regard to our sending our man down to inspect 


the Bank of Martinique—— 
S: Yeah. 
HM Jr: and the French have turned us down. They give us 


ee talk—it’s a reflection on their authority and all the rest of that 
talk. 

S: Ibelieve I saw that telegram, sir. 

Jr: Now, we’ve kept Herbert Feis informed and I wondered 

if Mr. Hull couldn’t help us. 

S: Pl put it before him as soon as 1 cart, Mr. Secretary. 

HM Jr: Will you? 

S: Yes, sir. 

HM Jr: And you might let me—he might—— 

S: I’m sure he will want to call you on it—— 

HM Jr: Will you? 

S: just as soon as he has a chance to look into it, sir. 

HM Jr: Yeah. But tell him—he knows—I mean—whose account 
we're looking for, you see? 

S: Yes, sir. Right. 

HM Jr: And it's silly to believe that the French themselves will 
turn it up. 

S: Right. 

HM Jr: Will you bring it to his attention ? ] 

S: PI gladly do it, Mr. Secretary, right—as soon as this other 
fellow leaves. 

HM Jr: That's right. Thank you. 

S: Thank you, sir. 
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[Staff conference resumed.] 


Mr. Bernstein: The French claim that on transfer of funds from 
metropolitan France there have been relatively few, and only three of 


as much as a million frances. All they wanted to do was to tell us 
that no collaborationist is involved, but they will not let us inspect the 
accounts ourselves. 

H.M. Jr: I am not going to leave a stone unturned. Hull won’t 
do anything, either. 


(Book 652, pp. 259-260) 


To: Adler, Chungking, China. 
From: Secretary of the Treasury. 


In connection with the U.S. Treasury certificates of indebtedness 
purchased by the Stabilization Board which mature on August 
1, 1943, please inform Dr. Kung that the Treasury would be pleased 
to obtain his assurance that no private individual or institution shares 
in the income of the Board since unless such assurance is forthcoming 
it will be necessary to pay taxes on the income earned from these 
certificates of indebtedness. 


ISF:ah 7/31/43 


JuLy 31, 1943. 


(Telegram sent) 
Juny 31, 1943. 
6 p.m. 
RNK 

This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 
AMERICAN EMBASSY, 

Chungking. 
998 
For Adler from the Secretary of the Treasury. 

In connection with the U.S. Treasury certificates of indebtedness 
purchased by the Stabilization Board which mature on August 
1, 1943, please inform Dr. Kung that the Treasury would be pleased 
to obtain his assurance that no private individual or institution 
shares in the income of the Board since unless such assurance is forth- 
coming it will be necessary to pay taxes on the income earned from 
these certificates of indebtedness. 

Hout. 
(FL) 
FD: FL: JD. FE 


(Book 652, p. 261) 


(Paraphrase of telegram sent) 


To: American Embassy, Chungking. 
No. 1005. ie 
Date: July 31, 1943, Midnight. 


From Treasury for Adler. 


In reply to formal request from Dr. Kung that $200 million be 
transferred from the credit of the Government of China on the books 
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of the Treasury to be used for the purchase of gold, the following 
message has been transmitted to Dr. Kung through Ambassador Wei 
Tao-ming : 

“The Treasury agrees to the. request of the Government of China 
transmitted to me by Ambassador Wei Tao-ming that $200 million 
be made available from the credit on the books of the Treasury in 
the name of the Government -of the Republic of China for the 
purchase of gold. 

“In order to avoid unnecessary raising of funds by the United 
States Treasury, it is suggested that transfers from the credit of the 
Chinese Government for the purchase of gold be made at such time 
and in such amounts as are allowed by existing facilities for the 
transportation to China of the equivalent amount of gold. Since it is 
intended that this gold will be sent to China for sale to the public, 
this procedure should not interfere with the program outlined in your 
message of July 23, 1943. 

“On receipt of requests from the Government of China that a 
specific amount should be transferred from the credit of the Govern- 
ment of China on the books of the Treasury and be used for the 
‘purchase of gold, the necessary action will be taken to consummate 
these requests.. The details of the arrangements will be discussed with 
Dr. P. W. Kuo and Mr. Hsi Te-mou.” 

Huznz. 
(FL.) 


(Book 664, pp. 230-232) 


From: American Embassy, Chungking 
Date: July 22, 1943 

Rec’d: Aug.4,4 p.m. 

Copied: RC: fe 

Compared: mpt 

Confidential 

SECRETARY OF STATE 

Washington. e 

A-19, July 22, 12 noon. 

According to recent Chinese press reports which have been con- 
firmed by Chinese officials a plan has been submitted to the Executive 
Yuan by the Ministry of Education for sending one thousand Chinese 
students each year Poy the next five years to the United States and 
Great Britain. Informed sources state that 700 students will be sent 
to the United States and 300 to Great Britain each year under this 
plan. Of this number 500 are to be chosen by examination and 500 
are to be appointed by institutions, with the-approval of the Ministry 
of Education. Those appointed are. generally to be older persons up 
to the age of 40 and will include professors, who must have engaged 
in study within the previous 15 years, and government officials. 
Students to be eligible for examination must have graduated from 
college within two years previously or must be among the first three 
in recent graduating classes. Government officials will be drawn from 
the Ministries of Economic Affairs, Communications and Agriculture 
and Forestry and from the National Health Administration. Women 
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will be eligible for examination and appointment. All expenses will 
be paid by the Chinese Government and students are to be sent for 
two-year periods, subject to extension. 
_ The project has arisen from the lack of trained technical personnel 
in China and the anticipated needs for the post-war reconstruction 
proa: An informed Chinese states that at the beginning of the 
ino-Japanese war, the Chinese Government adopted a policy of dis- 
couraging the sending of students and technicians abroad on the 
ground that their services were needed in China. It subsequently 
developed that through the deterioration of Chinese university stand- 
ards during wartime the caliber of Chinese graduates was lowered 
and trained technical personnel became inadequate. 

Dr. Wang Shih-chieh, Secretary General of the People's Political 
Council and of the State Planning Board, is reliably reported as hav- 
ing urged that 30 percent of the students to be sent abroad under the 
plan should be in the social sciences but a member of the Executive 
Yuan states that approximately 80 percent of the students will be in 
technical fields. 

A qualified foreign observer views the insistence upon such a large 
number of technical students as a bid by the CC clique for a share in 
the Chinese post-war industrialization and technological development. 
This observer feels that the National Resources Commission and the 
Ordnance Department include most of the technical skill needed for 
Chinese industrialization; that the weakness of the CC leaders has 
lain partly in their lack of technicians capable of building a new 
China; and that this program represents their effort to achieve a 
dominant position in post-war development. An informed Chinese 
source takes a similar view but feels that the Chung Hsueh Hsi group 
(so-called Political Science group) has too strong a hold in the tech- 
nical field through Dr. Wong Wen-hao, the National Resources Com- 
mission and industrial plants under his control to lose its leading place 
in the economic development of China. While Tseng Yang-fu, Minis- 
ter of Communications, is a member of the CC group, the technicians 
of his Ministry are said by this Chinese to be followers of Dr. Wong. 

The Embassy feels that this plan which is expected to receive the 
approval of the Executive Yuan offers an opportunity to the Divi- 
sion of Cultural Relations to accomplish an effective extension of its 
cultural relations program for China. Plans could be made to bring 
to the appointees an appreciation of the American way of life and a 
personal interest could be taken in them which would make their stay 
in the United States more than a pure study of technical subjects. 
Only a small number of students may be expected to be sent this year, 
full effectuation of the program to be achieved in 1944. 


PDS/hff CC 


ACHESON. 


(Book 670, p. 193) 
OCTOBER 11, 1943. 
To: Mr. Livesey 
From: Mr. White 
Will you please send the following cable to the American Embassy, 
Chungking, China? 
“For Adler from the Secretary of the Treasury. 
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“Please arrange to leave Chungking immediately for Cairo, Egypt 
to confer with Mr. White, who expects to be in Cairo from October 17 
to October 23. Contact American Legation in Cairo on arrival.” 


ISF/efs 10/11/43 


(Book 673, pp. 295-297) 
pte November 4, 1943. 


Meetine wy Mr. Wurre’s OFFICE, NOVEMBER 4, 1943, 11:45 a.m. 
Present: 
Judge Patterson and Mr. Neff of War Department 
Messrs. Dean Acheson and Kermit Roosevelt of State Department 


Mr. Coe of F.E.A. 
Messrs. White and Friedman and Miss Kistler 


Mr. White said that he wanted to tell Judge Patterson, while we 
were waiting for Mr. Acheson and Mr. Roosevelt to arrive, that the 
Treasury was probably not going to renew the 1941 Agreement with 
China and that we were thinking of selling gold in China to meet 
the Army’s needs and to overcome the disadvantages of the official 
exchange rate. Judge Patterson expressed satisfaction with this 
proposal. 

The first subject on the agenda was the question of cash payment 
for British plants being transferred. The Army presented figures to 
the effect that the value of plants already transferred totalled $50 
million. Mr. Coe said that they had figures from the British which 
were much higher and which showed $40 million more of plants still 
to be transferred. Mr. White drew attention to the political aspects 
of the question; he stated that in view of the political developments 
during the past few weeks he wondered if the group did not think we 
should request the British for the plants as reciprocal aid basing the 
request on the political situation rather than on our desire to reduce 
the British balances. 

Judge Patterson stated that he doubted if the War Department 
could carry out the directive, as their appropriations permit them 
to spend money only for facilities whict: the Army needs and some 
of the British plants in question ($10 million of the estimated $26 
million stil] to be transferred) are no longer needed by the Army. 
Dean Acheson asked whether the Army could state outright that they 
don’t want to take over any more of the British plants. Judge Patter- 
son replied that this is what the Army would like to do, but they have 
a Presidential directive which they cannot ignore. He said that his 
proposal is to recommend to the President that the Army or some 
other Government agency discuss with the British the question of 
transferring these plants as reciprocal aid. Dean Acheson called 
attention to the fact that there was a third alternative; namely, that 
the negotiations be halted and no more plants be transferred. Judge 
Patterson said that he thought one of the justifications for the direc- 
tive was the feeling here that the munition plants in this country 
should be owned by this Government and not by a foreign govern- 
ment, and that he thought letting things lie as they are would be the 
least desirable of the three alternatives. He stated, however, that he 
was not disturbed by Congressional reaction to the transfers and that 
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at the time the directive was isued, there were good reasons for taking 
the step. Mr. Coe objected and said that F.E.A. is concerned about 
the political reactions and that the British apparently are too. It 
was agreed that the War Department should write a letter to the 
President stating that it had gotten the concurrence of this Committee 
asking the President to rescind the directive under which they are 
purchasing the plants and requesting his permission to discuss with 
the British the receipt of the plants as reciprocal aid. 

In answer to Mr. White, Dean Acheson stated that he would not 
recommend repayment for the plants already taken over. He thought 
that if anything was to be done on the dollar balances, this was one of 
the least desirable possibilities. 

Mr. White stated that we have a directive to limit the British bal- 
ances, that nothing has been done so far to do so, that they are now so 
far in excess of the maximum we in the Treasury feel strongly that 
ways must be found of cutting them, and that one of the most politi- 
cally expedient ways of doing so would be to request a refund of 
money on the plants already transferred. He stated that there were 
two questions now before the Committee, should the balances be re- 
duced and, if so, how? Dean Acheson said that he did not think the 
balances should be reduced, that the Committee should have the 
directive changed. 

Mr. White asked Mr. Acheson if, on the assumption that the deci- 
sion was not to take steps to reduce the British balances, he would 
agree to the review and possible elimination of such transactions as 
our purchase of fish from Iceland. There was some discussion of this 
transaction and of the motives lying behind the original requisition 
and the United States’ responsibilities to Iceland. Mr. Acheson ap- 
parently feels that we have the ultimate responsibility toward Iceland 
and that if Britain refuses to pay cash for gold we would have to do so. 
Mr. Acheson said he had no objection to eliminating objectionable and 
freakish transactions from the Lend-Lease picture, but he did object 
to approaching the problem with the objective of bringing the British 
balances down to a particular level. He thought, as a matter of fact, 
that the British also would be willing to eliminate the questionable 
transactions. Mr. Coe repotted that F. E. A. is reviewing transfers 
being made to Britain and is drawing up 2 list to be presented to the 
British of the least defensible lend-lease transfers with a view to 
eliminating the most objectionable. 

In reply to Mr. White, Judge Patterson said that the views of the 
War Department with respect to the policy of Britain’s balances 
would be of no great value but he stated that he was of the opinion 
that freakish transactions are politically undesirable as much from the 
British point of view as from ours. He cited as the type of thing he 
had in mind our lend-leasing airplanes to Britain while buying the 
aluminum which goes into the planes. He thought the bulk of the 
people would not question our lend-leasing of military weapons but 
that problems would arise concerning the lend-leasing of civilian 
items and the failure of Britain to give to us as reciprocal aid raw 
materials which go into lend-lease goods. 

Mr. White, in reply to Mr. Acheson, stated that the determination 
of a politically desirable or an undesirable transaction could not be 
separated from the size of the balances. He pointed out that many 
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things which could have been justified two years ago when the 
British balances were very low could no longer be explained as easily. 

Mr. Acheson read a memorandum summarizing and commenting on 
the British point of view regarding their need for gold and dollars as 
a reserve against their mounting sterling liabilities. A copy of this 
memorandum is attached. ‘ 

Mr. White said that the Treasury position is a very simple and easy 
one, that the Secretary had an understanding with Congress that the 
British would not have sufficient cash to purchase the goods needed 
and that if the British are to be allowed to build up their balances it 
is either for Congress or the President to decide. Judge Patterson 
agreed that at the time of the Lend-Lease Act the one thing Congress 
had in mind was Britain’s lack of dollars and that without a doubt 
Lend-Lease was thought of by Congress as a mechanism of getting to 
Britain the weapons they needed. 

It was agreed that a memorandum should be written to the Presi- 
dent asking for a directive on this matter. Mr. White suggested that 
if the decision was to reduce the balances, refund of the money paid 
to the British on the plants taken over would be one of the easiest ways 
and one of the most politically desirable ways of reducing the British 
balances. Dean Acheson objected and seemed to think this would be 
an unpleasant proposition to negotiate with the British. He said he 
was sure we would find that the easiest way to reduce Britain’s bal- 
ances would be in areas in which we have control. There was some 
discussion of the need for an inventory of supplies in lend-lease coun- 
tries but, as Mr. White pointed out, the need for such an inventory 
would be reduced if lend-lease assistance were reduced and the British 
forced to pay cash for many things now being received by them as 
credit lend-lease. 


T. M. KISTLER. 


(Book 678, pp. 336-338) 


NOVEMBER 19, 1943. 


Memorandum for the file e 


Meetine in Mr. Wurre’s Orricr, NovemBER 19, 1943, 2:15 p.m. 


Present: 
Mr. White 
Mr. Hsi 
Mr. Soong 
Mr. Friedman 


Subject: China—1941 Agreement; Exchange Rate 
1941 AGREEMENT 


Mr. Hsi and Mr. Soong called at their request to discuss the 1941 
Agreement. Mr. Hsi gave to Mr. White copy of cable from Dr. Kung, 
attached hereto, which indicated that Dr. Kung agreed to the termina- 
tion of the 1941 Agreement and suggested that announcement be made 
simultaneously regarding termination. Mr. White indicated that he 
did not feel that the U.S. Treasury would want to make any announce- 
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ment but that if the Chinese Government wished to make any an- 
nouncement, it was a matter for their decision. 

The Chinese representatives then pointed out that they had been 
discussing with the British the questions of the Sino-British Stabiliza- 
tion Agreement and the future status of the Stabilization Board. 
They indicated to Mr. White that the British had been opposed to the 
abolition of the Stabilization Board. Mr. White said that Treasury 
knew the British attitude when we had made our decision and that the 
question of the Stabilization Agreement between Great Britain and 
China was a matter of decision by the two governments involved. 
With regard to the Stabilization Board, it was up to the Chinese to 
determine whether or not it should continue in existence. If the 
Chinese wished to have an American member on the Board, it would 
be given consideration by the Treasury, but it was a matter to be de- 
cided by the Chinese Government. 

The Chinese representatives requested that the Treasury not inform 
the British of the action being taken with regard to the U.S.-Chinese 
Stabilization Agreement until they had had an opportunity to cable 
Treasury’s reaction to Dr. Kung’s cable and also until they had re- 
ceived reply from Dr. Kung regarding British Treasury’s attitude. 
The Chinese were assured that the Treasury would not discuss this 
matter with the British. 

The question of the obligations of the Stabilization Board were dis- 
cussed and the point was made that the Stabilization Board had ster- 
ling obligations amounting to at least £5 million. Some discussion 
was held regarding the possible sources from which the Chinese Gov- 
ernment could obtain the needed sterling. The Chinese representa- 
tives agreed that before this sterling was obtained by the sale of 
U.S. dollars, the U.S. Treasury would be informed and the problem 
discussed with it. The Chinese representatives agreed that the U.S. 
Treasury had an interest in this matter since the U.S. dollars which 
would be used to purchase sterling would in effect be coming from 
American financial assistance to China. The question was raised as 
to the status of Chinese-British negotiations on the £50 million loan 
announced nearly two years ago. The Chinese representatives indi- 
cated that discussions were *till going on. 

Appreciation was expressed by the Chinese representatives for the 
attitude taken by the U.S. Treasury with regard to the 1941 Agree- 
ment and the status of the Stabilization Board. 


EXCHANGE RATE 


Mr. White informed the Chinese representatives that the Treasury 
was thinking about raising with Dr. Kung the question of U.S. gov- 
ernmental expenditures in China. Mr. White pointed out that the 
U.S. Government was spending from US $15 to 20 million per month 
at the official rate of exchange and that because of the magnitude of 
the problem the U.S. Treasury could no longer refrain pean takino 
up with Dr. Kung the necessity of some steps to offset the artificiality 
of the exchange rate. Some discussion was held regarding desirabil- 
ity of reducing the exchange rate and Mr. White said that in his 
opinion there was no question about the desirability of reducing the 
rate but that it was rather a question of timing. He indicated to the 
Chinese representatives that in his opinion, if the rate was reduced 
it should be reduced to a level that could be maintained for the next 
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five or ten years. He indicated that, whereas there might be some 
advantage to China during the immediate post-war years to have an 
over-valued exchange rate, at the same time, it was more important to 
China to achieve monetary stability as a basis for attracting the for- 
eign capital which China would need. This could not be accom- 
plished if there was the constant fear of future reduction in the ex- 
change rate because the exchange rate was too high while any actual 
reduction in the postwar period might have serious disturbing effects 
on the monetary situation. People expected inflation and other 
monetary disturbances during war but not in normal times. 

Mr. White indicated that there was increasing public and Congres- 
sional interest in the problem of U.S. expenditures in China at the 
artificially high rate of exchange and that the Treasury could no 
longer refrain from requesting China to take some steps to remedy the 
situation. Mr. White pointed out that this was in the best interests 
of China since it was in China’s benefit to keep the good reputation 
and good will she enjoyed in the United States. Mr. White went on 
to say that many Americans felt that the Treasury was being fooled 
or even cheated and that it was the responsibility of the Treasury 
to take steps to have the situation changed. Some discussion was 
held regarding different techniques that might be used. It was agreed 
that the simplest way would be a reduction of the exchange rate or 
the granting of a special rate to the U.S. Government. Among the 
other suggestions discussed was the possibility of using U.S. dollar 
currency and the sale of gold for U.S. Government account. Mr. Hsi 
suggested the possibility of a Chinese Government loan to the United 
States to meet U.S. government expenditures, which loan would be 
repaid at a rate of exchange which would be fixed by China in the 
future when China felt that the time was propitious for reducing the 
exchange rate. 

It was agreed by all that these discussions regarding this problem 
should be considered informal. The Chinese representatives re- 
quested Mr. White’s permission to inform Dr. Kung that they had 
been discussing this problem with Mr. White. Mr. White indicated 
that he would have no objection to their so informing Dr. Kung. Mr. 
White indicated to the Chinese that the Treasury would take up the 
matter direct with Dr. Kung. 

The Chinese representatives indicated that they appreciated the 
Treasury’s position in this matter and the reasons why the Treasury 
would have to take steps to obtain some solution to the problem of 
the unwarrantedly high level U.S. government expenditures resulting 
from the exchange rate. 

Mr. Soong indicated that according to latest information from 
Chungking, prices were not rising and attributed this to the gold sales 
which were beginning to take place. 

I. S. FRIEDMAN. 


(Book 680, pp. 3, 4) 
Chungking 
Dated November 25, 1943 
Rec'd 11: 54 a.m. 
CM 


This telegram must be paraphrased before being communicated to 
anyone A than a Governmental agency. (SCOO) 
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Confidential 
For security reasons the text of this message must be closely guarded. 


SECRETARY OF STATE, 
Washington. 

US. Urgent. 

2235, November 25, 10 a.m. 


(1) Dr. Chi, General Secretary of Board and of Exchange Control 
Commission called on me yesterday morning and informed me he had 
just been instructed by Kung to clarify the following points on Kung’s 
behalf (from Adler to Secretary Treasury only refer Embassy’s 2231, 
November 24 and your 1672 November 20) : 

(a) While Kung had no objection in principle to sale of gold in 
China on our account he deemed it inadvisable on additional ground 
that other governments had raised question and if he agreed in our 
case he could not refuse them. 

(b) He would have to review questions raised in conversation of 
November 23 with Generalissimo and Cabinet before being able make 
final decision (correction foregoing paragraph should be lettered C 
repeat C). 

(b) repeat (b). He wished to make it clear in connection with 
his offer of forty to one (Embassy’s 2231, paragraph 4-b) that what 
he had in mind was China’s eventually crediting the amount over and 
above the official rate paid to us for United States currency to reverse 
Lend Lease. 

(2) Called on Kung yesterday evening and he confirmed above. No 
comment is necessary. 


Gauss. 
WSB 


se (Book 680, p. 282) 
Airgram 

oa 

Dated November 27, 1943 

Ree’d 2 p.m., Dec. 16 E 

Confidential 

SECRETARY OF STATE, 

Washington. 


A-92, Nov. 27, 1 p.m. 

Following résumé recent economic financial developments in occu- 
pied areas reported November 18 by Drumright from Loyang: 

Japanese collecting grains at low official prices thereby augmenting 
hardships people. Shanghai trade at standstill since institution cot- 
ton control measures and factory production there virtually suspended 
owing lack raw materials. Living costs occupied areas now well 
above those in free China. Flight from CRB currency continues with 
wealthy Chinese anxious obtain fapi, US currency or goods. In 
Shanghai area fapi notes reportedly command premium as high as 
5 to 1 over CRB notes although remittance rate remains about 14 
thousand fapi for 10 thousand CRB. US dollar premium Shanghai 
has reached CRB $120. Considerable influx US dollars brought to 
Shanghai by merchants from interior. Gold about CRB $12,500 per 
ounce. Jiangsu crops good. Shantung crops fair to good south and 
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east but total failure in north and west districts, Coming winter and 
spring will see much want and starvation in Shantung and Hopeh. 
To combat drought Japanese have sunk 200 Aroca wells north 
China during past two years. 


CHB/her 

cc: FEA, Chungking 
eh: Copy 

12-22-43 


Gauss. 


(Book 681, p. 208) 
MEETING IN THE SEcRETARY’s OFFICE, NOVEMBER 30, 1943, 11:00 a.m. 


Present: 
Secretary Morgenthau 
The Chinese Ambassador, Mr. Shi 
Mr. White 


The Chinese Ambassador stated that he had a communication from 
the Finance Minister which he had been asked to submit to the Treas- 
ury. The communication indicated the desire to permit the 1941 
Chinese Agreement to lapse and also expressed the view that in that 
event certain changes should be made in our licensing provisions. 

The Ambassador also had a suggested draft of an announcement 
to be made public by the governments when agreed upon. 

The Secretary replied that he would study the document and that 
Mr. White would get in touch with him very soon about it, 

After the Chinese left Mr. White brought the Secretary up to date 
on the negotiations with China and revealed that the message was 
quite misleading in that it was the United States that had requested 
that the agreement be permitted to lapse. White also added that he 
thought there would be no difficulty about changing the Foreign 
Funds Control licensing provisions in accord with the desires of the 
Chinese Government. White reminded the Secretary that the matter 
of the lapse of the agreement had been discussed at least twice with 
the Secretary and that he (the Secretary) had approved permitting 
the agreement to lapse and that the State Department had approved 
and that the matter had been discussed with the British as well. The 
Secretary nodded his head affirmatively and said he remembered. 


H. D. Warre. 


(Book 681, pp. 220-222) 


NovempBer 30, 1943. 
11:45 a.m. 
STABILIZATION BOARD 


Present: Mr. White 


. White: I’ll give you very briefly the background. It was we 
ae ed we hal some doubt in our mind as to the wisdom of 
renewing the agreement, because we didn’t want to take the respon- 
sibility for the five cent rate, and we wanted to pave the way to ask for 
a better rate, because the opposition was becoming more vulnerable. 
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We talked it over with you, and you said it was all right. We also 
took the position that you agreed with before: We indicated to them 
that in the event the stabilization arrangement is not in effect, the 
Stabilization Board which is a part of that would, so far as the Ameri- 
can member was concerned, have to be withdrawn. He would have to 
Ele They could keep the Board if they liked, or if they wished to 
ask him to be a member we would be glad to receive their request; 
but since 1t was part of the Stabilization Board we would ask him to 
resign. ‘They could take any action to reinstate they wanted. They 
communicated that message to Kung, and of course they liked the 
idea very much—the Stabilization Board being dissolved—because the 
British are on it and they regard it as foreign interference. It is the 
only country that has that sort of a thing. 

And they came back to us after many: ion. The final cable 
from Kung was that whichever the Treasury wishes, if the Treasury 
wishes to renew it or not, either way it is all right—something to that 
effect—after we had already indicated we would prefer not to. 

So we said that since Kung feels that way and we generally agreed 
that it would not be renewed and we would ask Adler to resign from 
the Board. We informed the British of our decision first, and the 
British said they wanted the Stabilization Board continued, and they 
would like to have us renew the Stabilization Board, because they 
have got twenty million dollars in the kitty and they want to have a 
finger in the pie. We told them as far as we were concerned we didn’t 
feel that we could. 

It was at that point that Waley said to me, “It is unfortunate that 
we can’t pursue a common policy,” and I said we'd be glad to pursue a 
common policy but that is as we see it, and if they feel a common pol- 
icy is essential they can do what we are doing. 

Now, then, this coming from Kung is very amusing in that light, 
but there is something in here which is new, I gathered from the quick 
reading, and that is, “* * * if agreeable to the United States Govern- 
ment, the Treasury’s general licenses, such as number 75, be amended 
appropriately.” 

Now, I gather what they mean by that—they don’t specify—is that 
whether they mean to reduce our controls on remittances or eliminate 
it entirely. I don’t know. But that is new and that would find out 
what they have in mind. And we’ll discuss it. 

With respect to the gold, we have no evidence that prices have risen 
other than what they have told us. 

H.M. Jr: You mean going down. 

Mr. White: Other than what they have said. They have sold very 
little gold. That is our information. In the first place they have 
very little, and they have sold little. I think they are going to fol- 
low that with the statement that it has been so successful “we want 
more gold.” — 

Another point is that they are getting ready, according to Adler’s 
comments, to ask us for another big loan. 

H.M. Jr: 1 see. Well, PI be seeing you more! 

One thing, aren't we waiting to hear from Joint Chiefs of Staff on 
this Indian question—silver for India? 

Mr. White: We didn't get a reply. Now, if you want to jog 


H.M. Jr: No. 
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Mr. White: We have cabled to Kung asking him in the circum- 
stances with which he is familiar to give us a quotation on yuan up 
to now. Up to now we have been paying five cents. He gave us a 
quotation that they might consider forty to the dollar if the difference 
between twenty to the dollar which we are now paying and forty to 
the dollar will be regarded as Lend-Lease in Reverse. He has come 
back with no kind of a quotation at all. Weare now drafting a cable 
Pd like to clear with you. 


(Book 683, pp. 39-43) 


Strictly Confidential 
(Paraphrase) 


A strictly confidential telegram of December 9, 1943, from the 
American Embassy at Chungking reads substantially as follows: 

Recently numerous intimations have been received by the Embassy 
that the Chinese Government will approach the Government of the 
United States for another substantial loan of a political character. 

The Embassy does not see any sound basis for giving its support at 
this time to any such a proposed loan either on economic or political 
grounds. 

There is no lack in China of government and private United States 
dollar resources. Government balances in the United States, includ- 
ing the dollars 200 million allocated for the purchase of American 
gold, are thought to be over 300 million dollars and to be increasing 
each month very substantially. It is estimated that private holdings 
are between 400 million and 500 million dollars. As a means of com- 
batting internal inflation it is not practicable for China to mobilize 
her United States dollar inflation and the way in which the 500 million 
dollar American credit was used does not lead to confidence that there 
would be a more effective handling of a further loan. Moreover, the 
British sterling credit made available at the same time as the American 
loan China has not yet commenced to use. 

China has sufficient resources to finance the purchase of such com- 
mercial commodities as could be allowed ¿o be introduced even if the 
Burma Road is reopened. The Burma Road would have to be re- 
stricted as long as the war continues principally to military equip- 
ment and supplies, most of which would be Lend-Lease. 

There is now no need for any further loan from a political stand- 
point. There is no reason to apprehend that China might seek a 
separate peace in the light of the military action taken by the United 
Nations promising complete victory eventually and the restoration of 
all lost territory to China. It is a fact that in the whole of China’s 
structure, economic, administrative, and military, there is a gradual 
increasing deterioration but that situation would not be improved, or 
deterioration retarded by a further American loan at this time. The 
pledge to continue the war until Japan has surrendered uncondition- 
ally, recognition in the Moscow declaration and at the Cairo confer- 
ence of China as one of the four great powers, and the Cairo declara- 
tion which seems to be reassuring, especially in reference to Manchuria, 
in regard to which China has been apprehensive of possible Soviet 
ambitions, have, for the most part, made sure China’s territorial and 


political aspirations. 
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2. The situation in China having been under careful and con- 
stant observation leads us to have the convictions which follow: (1) 
complacency in regard to the war is growing and extends through 
advisers and influential officers close to the Generalissimo. Their 
disposition is that in resisting the Japs for more than six years China 
has done her full share and that the full burden of the conflict should 
now be undertaken by the United States. (ii) A strong disposition 
exists in the Chinese Government to exploit to its fullest American 
good will and open handedness which exist and with apparently little 
or no thought being given by America to refusing China's requests. 
(111) Tendency in the formulation of plans and discussions in connec- 
tion with a powerful and new China shows a definite trend towards a 
closed economy by which China would be the sole beneficiary and 
veers distinctly away from those liberal principles set forth in the 
Hull-quo (sic) exchange of notes of May 1941, the Secretary of State’s 
address of July 16, 1937, the Mutual Aid Agreement of June 2, 1942 
and other expressions of our post-war objectives for a mutually bene- 
ficial world economy. 

China must be given credit by any fair minded observer for 
continuing to keep occupied in China a very large Japanese force 
which would be used elsewhere if not fully occupied in China. On 
the Siberian-Manchurian border Soviet Russia has done likewise. 

No substantial major military effort by China against Japan could 
be expected by anyone familiar with the logistics of the military 
situation in the China theater and with the condition of China’s 
armies. Nevertheless, there is much that could and should be done by 
China but that China is not doing, within the scope of its ability 
and resources, to help herself and thus promote the war effort by 
wholehearted assistance to the American Air Force and to other 
American operations in this theater and by making equitable and 
reasonable arrangements for the American financing of the war in this 
area. 

At General Stilwell’s instance, the Embassy within recent months 
has been exerting in political quarters a constant quiet effort to im- 
press upon China the necessity of getting ahead with works, such as 
new air fields, building an@ improving roads for military transport 
and communication, etc. It has been found by investigation that 
China has cut its budgets for such purposes and only under pressure 
have they been restored. It has also found that there has been long 
treasury delay in issuing appropriated funds and that the work has 
thus been delayed. Investigations quietly and confidentially made in 
assistance to our army have shown indications of extensive corruption, 
of jealousies, of delays, and of sabotage of honest effort. 

arge monthly sums are being paid out by our army to finance air 
field installations, pay transportation charges, etc. The monthly 
amounts run to twenty million American dollars or more and are con- 
stantly rising. It is stated that our costs are from eight to ten times 
what would be incurred in the United States for similar facilities and 
services, this being because the Chinese insist on maintaining a rate for 
Chinese dollars against United States dollars which is fantastically 
arbitrary. Runaway inflation in China is such that prices of goods 
and services have increased 160 to 180 times (16 
avait } t (16,000 to 18,000 percent) 
over 1937 nae sand t Sar ae ım prices continues at a rate of about 
ten percent per month. The Chinese dollar, however, has been 
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pegged at five cents United States currency (the pre-war rate was 
thirty-three cents). The Chinese dollar, in relation to price levels 
and pre-war exchange rates, should not now be worth more than one- 
half cent to one cent. China has evaded proposals which have been 
made for some adjustment of exchange or some arrangements under 
reverse lend lease. y 

The heavy and increasing monthly expenditures of the Army 
continue at the arbitrary rate while China quietly builds up at our 
expense a substantial United States dollar reserve. 

It may be argued by some that China in its present deplorable eco- 
nomic position is not in a position to assist the United State finan- 
cially in our war expenditures within China. It is not my suggestion 
that such expenses should be borne by China but 1 suggest that China 
should not exploit the United States in the matter. Realization by 
China that it 1s blessed to give as well as to receive and that she will 
be helping herself by helping us should be encouraged. 

I am of the opinion that at this,time no further American political 
loan to China can be justified in the face of all the foregoing. 

3. It is my conviction that our attitude toward China should be 
quietly and persistantly firmed; it should be emphasized that there is 
need for mutual benefit in all our intergovernmental arrangements for 
exchanges; the necessity of an all-out effort within the limits of 
China’s resources and ability toward winning the war and helping 
herself by helping us in our war effort in this theater should be im- 
pressed on the Chinese, and that there be insistence upon a more 
equitable and realistic attitude by China in regard to the exchange 
financing of our American expenditures in this theater for govern- 
mental and military purposes. 

4. Referring now to the Chinese tendency toward a closed post-war 
economy, I recommend strongly that without further delay we should 
quietly put China on notice as to what we expect before policies are 
adopted by China which later for reasons of oriental face she may 
not be willing to change, by opening negotiations for our commercial 
treaty, advancing our proposals in respect of the treatment of Amer- 
ican commerce and American financial and industrial interests, em- 
phasizing that mutual consideration and mutual benefit are necessary, 
and insisting that rights and privileges comparable to those which 
Chinese enjoy in the United States should be enjoyed by all Amer- 
icans and American interests in China. 


Gauss. 


(Book 683, p. 81) 
(Paraphrase of telegram received) 


From: American Embassy, Chungking 
To: Secretary of State, Washington 
Dated : December 19, 1943 
No. 2365 
Confidential 

Kung’s reaction to Treasury proposals regarding matter of reverse 
Lend-Lease or some other arrangement concerning exchange financing 
of U.S. Army and other expenditures in China has certainly not been 
encouraging. Before pressing the matter further, Adler is awaiting 
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comment from Treasury, but he is far from sanguine that further 
informal approaches will be productive. 

Also, Kung’s reaction to our proposals for reverse Lend-Lease was 
equally unsatisfactory (see our telegram of November 5, 1943, no. 
2085) and within production (with introduction?) of proposals by 
Treasury I have not felt that the Lend-Lease suggestion should be 
pressed by me. 

The tentative proposal of the War Department in the event of fail- 
ure of negotiations by Treasury is merely a repetition of the proposal 
which General Somervell put forward (see our telegram of October 
20, 1943, no. 1990) except that the amount required monthly is raised 
from 5 to 6 hundred million Chinese dollars. The reaction of Kung to 
the Somervell plan was plainly adverse. A cold reception will cer- 
tainly be given to a new proposal by War Department. 

Treasury may desire to push its negotiations further. It is recom- 
mended by me that if they are not successful, State, War, Treasury, 
FEA and other interested war agencies should consult and a strong 
formal approach for reasonable equitable financial exchange arrange- 
ments, preferably within the general framework of reverse Lend- 
Lease but assuring China of some reasonable accumulations of U.S. 
dollars resources, should then be made to the Chinese Government. 

It is felt by me that since China is highly sensitive to U.S. public 
criticism and opinion, some carefully controlled publicity regarding 
existing arbitrary exchange situation in China as affecting the costs 
which must be paid by us for financing the war effort here—costs 8 
to 10 times those payable for comparable services and facilities in the 
United States—and a possible suggestion of interest in the matter on 
the part of Congress would be beneficial here in lighting a fire under 
those persons inclined to be evasive and non-cooperative and desirous 
of continuing to exploit the situation for the purpose of accumulating 
large reserves of U.S. dollars out of our expenditures for the war 
effort. 

Gauss. 
eh: copy 
12-15-43 
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TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date : Dec. 11, 1943 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Gold and prices in Free China. 


1. You will recall that Ambassador Wei, in conference with you on 
November 30, commented that prices in China were no longer rising 
and in fact had begun to decline because of sale of gold by Chinese 
Government and announcement that $200 million of gold was being 
obtained from the United States. 

2. The attitude taken by Ambassador Wei was in line with other 
statements made by leading Chinese officials, including the Generalis- 
simo. Thus, the Generalissimo, in conversation with Ambassador 
Gauss, said that the gold being made available by the United States 
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was doing much to strengthen public confidence and that this was being 
reflected in the greater stability in the prices of necessities. 

3. Adler, in reply to cable asking him to comment on Ambassador 
Wei’s views, indicates that there has apparently been a decline in the 
rate of increase in prices, but prices are continuing to rise. Moreover, 
it is expected that the upward trend in prices will become even more 
marked in the near future. Furthermore, Adler gives the Chinese 
Government’s gold sale program as only one of many reasons for what- 
ever decline has taken place in the rate of increase of prices. 

4. There is increasing evidence that the Chinese themselves may call 
a halt to large scale imports of gold because of the high cost of insur- 
ance and transportation and that they will sell gold certificates in- 
stead. Thus far the equivalent of about $10 million of gold has been 
shipped to China. Very little of this gold, however, has as yet been 
sold to the Chinese public and, instead, the Government of China has 
been mainly selling the small gold holdings—about 50,000 ounces— 
which it had within Free China itself. Gold is still selling at the 
equivalent of about US$500 per ounce at the official rate of exchange. 


(Book 683, p. 94) 
(Paraphrase of telegram sent) 
To: American Embassy, Chungking. 
From: Secretary of State, Washington. 


Dated: December 11, 1943, 7 p.m. 
Number 1784 


For Adler from the Secretary of the Treasury. 

Reference your cables nos, 2228 of November 24 and 2235 of 
November 25. 

Please inform Dr. Kung of the following: 

1. Treasury appreciates Dr. Kung’s discussing with Generalissimo 
and Cabinet suggestion made by Treasury with regard to purchase of 
CN$400 million per month by U.S. Government to meet U.S. military 
and civilian governmental expenditures.,, Treasury is sure that the 
Generalissimo and Dr. Kung will appreciate why U.S. Treasury feels 
that U.S. military and civilian governmental agencies should not con- 
tinue to purchase Chinese national dollars at present rates of 
exchange. 

2. Treasury feels that it could not justify paying more than 1 U.S. 
paler for 100 Chinese national dollars or US$4 million for CN$400 
million. 

3. If Chinese Government is not willing to make available in im- 
mediate future the requested CN$400 million per month at cost of 
US$4 million, Treasury sees no available alternative to meet im- 
mediate situation except for all U.S. governmental agencies to use 
U.S. currency shipped to China to meet expenditures in China, until 
more satisfactory arrangement has been worked out with Chinese 
Government. i y ] 

4. The Treasury has fully considered interests of China before 
making this request and feels that granting of price of CN$100 to 
US$1 for U.S. governmental expenditures will be in best interests of 
China and common war effort. A 
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DECEMBER 13, 1943. 


Extracr From Lerrer Recerveo From Mr. ADLER 


“You have of course seen the long cable I sent today reporting my 
conversation with Kung on the price he is willing to offer us for 
CN$400 million per month. The cable covers the highlights, but 
there are one or two points worth mentioning I didn't get into the 
cable. At one stage he suggested that we meet our fapi require- 
ments by flying in desperately needed commercial goods and selling 
them at the prevailing high prices but after-some back and forth he 
admitted the suggestion was impracticable and asked me not to re- 
port it to the Treasury. (Incidentally he mentioned that the Gen- 
eralissimo was to raise the possibility of commercial goods being 
flown in under Chinese aegis to the President.) Towards the end of 
our conversation Kung talked of the difficulties the Chinese Govern- 
ment was experiencing in its relations with some of the Provincial 
Governors and militarists; thus he could not afford to let the details 
of the amount of gold being flown in leak out lest he be deluged with 
requests for gold from these worthies. In this connection you will 
be interested to learn that the Chinese Government has the gold flown 
in to Suifu and not to Kunming. Suifu is in Szechuan upriver from 
Chungking. So far the Chinese Government has had one boatload of 
gold moved in from Suifu to Chunking, but it is so afraid to trust the 
guards that it is having the rest flown in from Suifu. No wonder 
the costs of transporting US$10 million of gold are US$2 million 
according to Kung. He also alluded to the Governor of Yunnan's 
making hay while the sun shines and attempting to recoup himself for 
his losses in Burma. (I heard an amusing and true story about 
an R.A.F. plane which landed in Kunming and which had to pay 
the provincial troops a ransom of 3,000 machine gun bullets before 
it was allowed to take off.) At Kung’s request I have prepared a 
minute of my conversation with him which he is to initial and con- 
firm this afternoon. I hopg to have it ready for enclosure in this 
letter, N.B. It should be emphasized that in order to understand 
China's attitude not only in connection with the exchange rate and our 
disbursements in China but also with reference to other matters in- 
volving relations with and requests from the U.S. it is necessary to 
appreciate that they are hopelessly and genuinely misinformed about 
the American attitude to China. They feel that as China is very 
popular in the United States and that as people like the five Senators 
who visited China have been hollering that China has not received 
sufficient assistance, they are in a very strong bargaining position and 
can afford to give us the runaround and in general behave like Oliver 
Twist. They don't seem to realize that a lot of the hollering about 
more aid to China comes from politically interested people who are . 
more anxious to embarrass the Administration and to divert our main 
forces from the European theater than to help China. They ignore 
the strong current of dissatisfaction existing in the USAAF and 
the fact that the genuine friends of China have not participated in 
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the recent hullabaloo. Of course, they are in for a rough awakening, 
and of course it is necessary to get tough in this matter of our dis- 
bursements. But I think the above will be useful background for the, 
Treasury so that it will know in advance the misconceptions on 
which China’s policy is based. 

“There is not much news from here. The Generalissimo is out of 
the country presumably for a rendezvous with the President. Chen 
Li-fu is in the doghouse; according to report a load of counterfeit 
notes was traced to him, and the only albi he could offer was his 
wife. I hope the story is true. Li Tse-shen whose marriage to 
Mrs. Gertrude Rosenberg Stern was recently reported from the 
United States is a veteran Kuomintang leader who made his fortune 
by stealing large amounts of antiques from Government museums, 
smuggling them through the French customs, and having them sold 
on the European market in palmier days; he is supposed to have 
been the Generalissimo's agent in Western Europe before the fall 
of France. Right now according to reliable information he is a 
powerful behind the scene operator in Chinese—and particularly 
T. V.—financial circles in America. Perhaps the TFR-300 boys 
might be interested in him. It will not. be surprising if his name 
crops up again in the future. 

“Have been pretty busy since my return but nevertheless hope to 
get a weekly economic out before the week is over. ‘There has been 
no time to get out a report on gold but shall do my best to get it 
out fairly soon. Forgot to mention earlier that Kung yesterday sub- 
stantially corroborated my last week's story on the sale of US$-backed 
bonds though of course he didn't allude to the graver details. The 
one correction he introduced was that the Ministry of Finance was 
holding an amount he did not specify but which he gave me to 
understand was about US$30 million for post-war rehabilitation of 
the finances of certain provinces. He admitted he didn't want this 
news to get out, as otherwise he'd be plagued with requests from the 
unfavored provinces for slabs of the bonds. 

“Gave Kung a copy of the Minute and Addendum 1 which he con- 
firmed but didn't initial. Am enclosing a copy herewith. I have 
heard an ingenious reason why China ¿s so adamant on the official 
rate—it is that China wishes to be able to credit huge amounts to 
her Reverse Lend-Lease account. Point 2 in Addendum 1 to my 
Minute would appear to bear this out.” 


(Book 683, pp. 224-249) 


Treasury DEPARTMENT InTER-OFFICE COMMUNICATION 


DECEMBER 13, 1943 
To: Secretary Morgenthau 
From: Mr. White 
1. The following is a list of names of people who have expressed 


views towards Japan fundamentally contrary to the views expressed 
V1 we 
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by Secretary Stimson, in his book Far Eastern Crisis, together with 
references to appended quotations: 


Appendix 
W. G. Abbott 
Christian Science Monitor No. I 
Fred Biermann 
Representative from Iowa No. II 
L. M. Black 
Representative from New York No. III 


William R. Castle, Jr. 


Under Secretary of State in the Hoover Administra- No. IV 
tion 


C. C. Dill No. V 
Senator from Washington 
Hamilton Fish No. VI 


Representative from New York 
Herbert S. Houston 
Member of the American Committee of Interna- 
tional Chamber of Commerce: Commissioner to 
Far East for New York's World Fair, 1939; Presi- No. VII 


dent of the Cosmos Newspaper Syndicate No. VIII 

Wiliam H. King 

Senator from Utah No. IX 
Gerald P. Nye 

Senator from North Dakota No. X 
William C. Rivers i 

Major General U.S.A., retired No. XI 
Henrik Shipstead 

Senator from Minnesota No. XII 


2. The following is a list of newspapers whose editorial policies 
on Japan were contrary to Secretary Stimson’s policy, together with 
reference to appended quotations: 


Appendix 
Philadelphia Record Nos. XIII 

and XVI 
New York Daily News © No. XIV 
New York American No. XV 
Seattle Daily Times No. XVII 


3. The above lists are, of course, incomplete and, if desired, more 
names could be obtained. 


APPENDIX No. I 
NovexmBER 1931. 
W. G. Abbott 
“Far from blaming Japan for the trouble in Manchuria. the world 
would marvel at the patience and endurance of Japan if the truth 
were known about the situation. The Chinese attempt to repudiate 
solemn treaty obligations involved in the buildine of railroads, and 
their aggression upon Japanese citizens justified strone remedial if 
not punitive action”. E 
—New York Times, November 20, 1931. 
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APPENDIX No. II 

May 29, 1936. 

Fred Biermann (Representative—lIowa) 
“Large appropriations here are being used as the excuse for in- 
creased appropriations in Japan and then increased appropriations 
in Japan are used on this floor as the excuse for our increased appro- 
priations, and the record still stands that no one has come onto the floor 
of the House and attempted to defend these appropriations from the 
standpoint of defense. We all talk about appropriations for defense, 
but on the basis of defense they cannot be defended or excused. There 
is no second lieutenant in the Army and there is no ensign in the Navy 
who will sign his name to a statement proposing any manner by which 


this country can be successfully invaded”. 
—Congressional Record, May 29, 1936. 


APPENDIX No. 111 
FEBRUARY 1932. 
L. M. Black (Representative—New York) 


“It should be quite evident that the League of Nations will take 
no aggressive step inthe Far East and the Stimson blustering will go 
for naught unless he. plunges us into a war. * * * 

“Tt may be true that the force of economic events has caused the 
Japanese onrush. That can be put.before a'conference of the nine 
pares and they may be able to ease the Japanese pressure. Let 

timson calm down and try by conference.to arrange an adjustment 
satisfactory to China and Japan. Let us lead in peace and not in 
war”, 

—Congressional Record, February 26, 1932, p. 4818. 


APPENDIX No. IV 
JANUARY 1932. 
William R. Castle, Jr. (Under Secretary of State) 

“He (Mr. Castle) said it was the feeling in Washington that people 
may be blaming Japan more than they should, since, after all, she 
has enormous investments in Manchuria and has done much to develop 
the country.” 


—New York Times, January 5, 1932. 


APRIL 1933. 
William R. Castle, Jr. 

“Had this country and the League of Nations, when the Chino-; 
Japanese troubles began, ‘been willing to force China to agree to 
direct conversations’ with Japan, an era of goodwill beneficial to 
both Far Eastern countries might well have begun, according to Wil- 
liam R. Castle, Jr., Under Secretary of State in the Hoover Admin- 
istration. h t , 

«Addressing the American Academy of Political and Social Science 
on ‘Recent American Policy in the Far East? Mr. Castle declared 
tonight that this government’s ‘moderation’ in the face of criticism 
from many quarters for not taking at the outset a strong stand against 


Japan was ‘J ustified.’ 


MORGENTHAU DIARY 929 


“A belligerent attitude, he contended, “would have created a bitter- 
"ness which might have led to disastrous consequences. * * *? 

_ saying that we failed to understand the National psychology of 
either Japan or China, Mr, Castle pointed out that we and the League 
‘accepted Meca the Chinese point of view, a correct point of 
view only if it is possible to isolate a minute of time from the cen- 
turies that have gone before and the centuries which must follow.’ 

““At the moment,’ he continued, “Japan was undoubtedly the ag- 
gressor and as such to be condemned.’ > 

““But as we look back on it now we can see that in all probability 
those were right who said that China should be forced to hold con- 
versations with Japan immediately. What Japan ought to be willing 
to accept now, but probably will not accept, it would gladly have 
accepted then.” > 


—New York Times, April 8, 1933. 


APPENDIX No. V 
JANUARY 1934. 
C. C. Dill (Senator—Washington) 

Senator Dill submitted for printing into the Congressional Record 
the following article: 

“War between the United States and Japan is possible, but exceed- 
ingly improbable. Why should the little empire of Asia, 5,000 miles 
away, seek to attack us, one of the largest, strongest nations on earth, 
whose wealth exceeds her own tenfold ? 

“It is perfectly true the Japanese have real cause for sullenness and 
distrust toward America. Our action in frustrating Japan's program 
of seizing eastern Siberia after the World War to establish a butter 
state against Russia is fresh in the minds of present-day Japanese. 
This culminated in a sharp demand upon the Japanese Government 
by our Secretary of State to withdraw many of her troops from Siberia 
and was followed by a more threatening attitude in 1920 and 1921, 
when, at the demand of-the United States, Japan entirely gave up her 
Siberian campaign. * * * 

“And more recently, Japan felt resentment when the United States 
joined: with the League of Nations in condemning her Manchurian 
campaign. * * * 

“Japan as a snarling menace to our national security, ready to 
pounce upon us with bared fangs? Ridiculous. Let us use our good, 
old, common, American horsesense. Suppose that, instead of foster- 
mg suspicion and hatred of Japan, we bend our intelligent efforts to 
cultivating her good will and cooperation”. 

— —Reader's Digest, December 1938, Japanophobia con- 
densed from the Forum by Ray Mathew Frisen). 


APPENDIX No. VI 


i Fepruary 24, 1932. 
Hamilton Fish (Representative—New Y ork) i 

“Therefore I hope the President of the United States and the Con- 
gress will make it known that. we do not propose in any way to go 
along with the League of Nations to establish a boycott of J apan, be- 
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cause if there is any trouble the first thing that would happen Ameri- 
can soldiers would be called upon to do the fighting if there is any 
fighting to be done. * * * 

“So I say to you there is far too much thought and talk and alarm 
of war in the United States at the present time. There is no cause 
whatever for us to go to war with Japan. There is nothing we want 
from Japan. There isnothing we can get from Japan. * * * _ 

“We should stop sending notes every time Japan takes a little Man- 
churian city. We should use oùr good offices to bring about peace in 
China and peace in the world without acting in conjunction with the 
League of Nations or by going into some form of boycott which leads 
inevitably to war”. 

—Congressional Record, February 24, 1932, page 4654. 


APPENDIX No. VII 
Novemner, 1931. 
Herbert S. Houston 


A business man’s view of the Sino-Japanese controversy was given 
to 300 members of the New York Advertising Club by Herbert S. 
Houston, just returned from the Orient as a member of the American 
Committee of the International Chamber of Commerce. 

He said: “Japan is loath to submit a vital interest in arbitration, 
just as France would be on the question of her security, or as we would 
be on the Monroe Doctrine, but that doesn’t mean that Japan wants 
war. It means instead that Japan wants peace in the only way she 
believes it can be had, by direct negotiation with China”. 

—New York Times, November 5, 1931. 


Aprenpix No. VIII 
Fesrv.ry, 1932. 
Herbert S. Houston 
“China is incapable of self-government and should be placed under 
international control until she learns to rule herself in peace, free 
from the domination of war lords who have divided the country, Her- 
bert S. Houston, a member of the American Committee of the Inter- 
national Chamber of Commerce, decfared yesterday before the 
Woman's Forum at the Hotel Roosevelt. * * * He said the conflict 
at Shanghai was not quite as serious as it was believed to be here and 
that the war threat had been exaggerated”. 
—New York Times, February 20, 1932. 


APPENDIX No. IX 
May 7, 1936. 
William H. King (Senator—U tah) 

“I am sorry to disturb the Senator in the excellent presentation 
which he is making; but * * * an official of the Japanese Govern- 
ment * * * interrogated a member of the (Japanese) cabinet as to 
the reasons for such large naval appropriations being requested by 
the: Japanese Government. In response to the interrogation, the 
official of the Government stated that ‘the United States has increased 
its appropriations and we must take cognizance of the activities of 
the great power on the other side of the Pacific Ocean’. 
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“So, our increase in appropriations undoubtedly led Japan to de- 
mand ‘larger appropriations. Our course caused fear on their part 
and precipitated their action”. d 

—Congressional Record, May 7, 1936. Discussions on 
Naval Appropriations in Senate, page 6803. 


APPENDIX No. X 


May 7, 1936. 
Gerald P. Nye (Senator—Vorth Dakota) 

“Tt is not.at all surprising, in light of our own steps respecting this 
armament race, that able men, unprejudiced men, should be standing 
at their places wondering what it is all about. 1 have great regard, 
as has every member of the Senate, I believe, for Major General Wil- 
liam C. Rivers, now retired. A letter from him addressed to me and 
dated the first day of this month appeals as being most significant. I 
read from his letter: 

“ “Tt is not possible to see what the Navy (and also the Army) au- 
thorities are driving at—unless they propose to force Japan to sub- 
mission by our superior resources; i.e., to build and to mobilize, as it 
were, with the idea that Japan, with less gold and other funds, will 
cry out for mercy. 

““That is a strong supposition of mine, but what else can they 
have in mind when buildmg up such great armed forces? No proud 
people were ever yet subjugated by any such means. In fact, it is our 
excellent way to drivesa proud people to a desperation—or madness— 
that can make but war.’ 

“I think in those two well-written paragraphs Major General Rivers 
thoroughly sums up the threat that seems to be involved. 

“Japan and the United States today are engaged in a wild, mad 
armament race, when I think there is pretty general conviction that 
if Japan's Navy were 20 times as large as it is, and we had only what 
we have, in this day of modern warfare and plans for national defense 
the Japanese Navy could not get within hundreds of miles of our 
shores. 

“T hold no brief for the element which has dominated in Japan for 
so long, namely, the militury;-and yet, if one will but take pains to 
ascertain the facts, he will quickly discover that the people of Japan 
as a mass have little or no sympathy with the Japanese military. 

“Tt was my privilege last fall to spend a number of days in Japan. 
It was my privilege during that time to enjoy contact with some 15 
or 20 very representative Japanese ... men who then declared that 
the Japanese military had led in a direction and had gone to an ex- 
treme where the people of Japan could not carry the burden any 
longer * * * and that (they said) the military dominance in Japan 
would have died of its own weight long ago except for the fact that 
at least once a year the United States gives the Japanese military 
some ground or other upon which to stand when they say ‘We have 
to be better prepared for the trouble that the United State 


ready to make for us’.” d States is getting 


Congressional Record, May 7, 1936. Discussions on 
Naval Appropriations in Senate, pages 6801-6802. 
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Aprenpix No. XI 


Win. C. Rivers (Major General U.S.A —retired) 

“My own view differs from that of many who feel that Japanese 
control of China will fix Japan as the dominant power in Eastern 
Asia. A greatly improved China—free from communization by So- 
viet Russia and with law.and order and free from the chaos and the 
starvation of millions of the Chinese which has accompanied the rule 
of the war lords for a quarter of a century—with better trade in China 
for all nations—will eject the Japanese from China within a reason- 
able period of time”. ; 

—New York Times, October 8, 1937, Letters to the editor. 


OCTOBER 2, 1937. 


DEcEMBER 1935. 
William C. Rivers 

“There is no evidence that Japan-plans to destroy the Republic of 
the Philippines after the ten-year period [during which the United 
States is responsible for the defense of the Philippines, according to 
Rivers]. The airplane‘has placed the Russians again on the verge 
of Japan’s:northern borders.. The generation of warfare and turmoil 
in China, so near to Japan, has caused untold suffering and damage 
to the Chinese and anxiety to Japan.” 

—New York- Times, December 22, 1935, Letter to the 
Editor. 


Frepruary 1936. 
William C. Rivers 


“There are matters in Japan and in America that irritate the 
people and the press of the two countries. Why should not all such 
‘matters be talked about between the two nations—without the as- 
sistance of any third party [Britain]. To talk of such matters as 
the recognition of Manchukuo and the Independence of the Philip- 
pines and so on would be wise. - Historically, Japan and America 
should be friends. Strategically and commercially, there are many 
¿good reasons why the two principal Pacific Powers should be ‘Good 
Neighbors’ ”. 

—New York Times, February 16, 1936, Letter to the 
Editor dated February 12,1936. w 


JUNE 1936. 

William C. [Rivers 

“Brief study of a globe—not a map—will show that Japan lies 
squarely bet ween the United States and the Philippines on the direct 
and short steamer route—Seattle-Japan-Manila, Japan is just mid- 
way between the Aleutians and Manila. This relative position of 
the three countries is a fact of transcendental importance. There has 
never been a war between two major nations so far apart as the dis- 
tance from Tokyo to our capital—7,500 miles, or from our West Coast 
to Manila—6,000 miles. * * * We should recognize Japan's position 


in Manchukuo and in China. 
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“We assert a desire to aid the Philippines and China. This can 
be done only by peace in the Orient through the employment of con- 
structive statesmanship and the frank recognition of existing condi- 
tions.’ 

—New York Times, June 7, 1936, Letter to the Editor 
dated June 2, 1936. -. 
Aucust 1936. 
William C. Rivers 

“Japan is the only nation that is in a position to aid China—to 
stabilize the country, and give it the advantages of good government, 
of roads and railways, schools, modern medicine and other improve- 
ments.” 

—New York Times, August 23, 1936, Letter to the Editor 
dated August 18, 1936. 
DrcemMBER 1936. 
William C. Rivers 


“The general tenor of your four recent editorials about Japan is 
critical of Japanese action in Manchuria and North China * * * 

“T fear * * * that you have failed sufficiently to consider all the 
strategic aspects of the situation that have changed so greatly during 
very recent years. The actions of Japan have been based not on des- 
pair but on serious apprehension about Japan's future safety. 

“* * * consider * * * the effects of the fast air bombers and the 
new submarines on the security of Japan * * * Japan's tragedy is 
her sudden loss of the strategic benefits of her wars with Russia in 
1904-05. 

“Japan drove Russia back to what was a safe distance. Now a 
much more powerful Russia menaces Japan from Vladivostock on the 
North and from Outer Mongolia at the Southwest * * * The stra- 
tegic defense needs of Japan are partly met by Manchuria * * * 

“Japan must, therefore, push westward in North China * * * The 
chaos, wholesale suffering, ruin and mass starvation in China for a 
generation must be the measure of the conduct and the character and 
the capacity of the present Chinese rulers. Japan's general control in 
North China will aid the Chinese * * * 

“I have long favored our own recognition of Manchukuo i 
favor recognizing Japan's position in North China and securing 
Japan’s interest in the success and independence of the Philippine 
State that will come into existence in ten years”. 

—New York Times, December 6, 1936, Letter to the Edi- 
tor dated December 1, 1936. 


cA ES ES Jf 


APPENDIX No. XII 
May 7, 1936. 
Henrik Shipstead (Senator—Minnesota) 

“T have been very much interested in trying to find out if any rea- 
sonable man can explain under what cireumstance we can ever have 
any trouble with Japan. I cannot see any reason why there should 
be any fear of trouble with Japan. I have never met anyone who 
could explain to me why there should be any such fear”. 


48-378 O—65—vol. 2—6 
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“My. Nyx. * * * There are other people in the United States who 
are equally insistent that one morning we shall awaken to the discovery 
that the Japanese have seized the Philippine Islands. * * * ” 

“Mr. Suirsteap. * * * I do not think there is any ground for sus- 
picion that Japan would take the Philippines”. , A 

-Congressional Record, May 7, 1936. Discussions on 
Naval Appropriations in Senate, page 6803. 


APPENDIX No. XIII 
Frpruary 23, 1932. 
Philadelphia Record 
Commenting on Secretary Stinison's statement to Borah of Feb- 
ruary 23, 1932, “it (the letter) served notice on Japan, in strong dip- 
lomatic language, that the Administration is prepared to drag the 
American people even into war. We don’t want war”. 
—Editor: J. David Stern. 


APPENDIX No. XIV 
Atucusr 10, 1932. 
New York Daily News 
“ (Mr. Stimson) is the most dangerous man in the Hoover Govern- 
ment, He doesn’t like war. Therefore, Mr. Stimson insists on telling 
others they shall not fight and by so doing he is dragging us ever 
closer to the day when some fighting cock of a nation will knock the 
pacifist chip off our shoulder and say “well, so what?’ 
“Mr. Stimson has picked on the twentieth century's prize fighting 
cock—Japan.” 
—Editor: James M. Patterson. 


Arrenpix No. XV 
Y Aveusr 15, 1932. 
Xew York American 
Commenting on Stimson's non-recognition doctrine, “One of Ben- 
jamin Franklin's mottoes was, ‘say nothing unless it’s useful’. It is 
hard to discover anything useful—in design or result, in purpose or 
effect—in the latest utterance of Secretary of State Stimson”. 
—Editor: Hearst. 


APPENDIX No. XVI 
FEBRUARY 26, 1934. 

Philadelphia Record 

“Manchukuo exists. It may exist by the grace of Japan, but. it is 
a country and it has a government. If Japanese influence is domi- 
nant in Manchukuo, what of United States influence in Cuba? * * * 
We're in no position to question the political morality of other gov- 
ernments. Nor is that question pertment to recognition. The Stim- 
son policy was one of unmitigated meddling. The sooner Secretary 


| ditches it, the better for our foreign relations”. 
samio : á —Editor: J. David Stern. 
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ArrENDIx No. XVII 
APRIL 20, 1934. 
Seattle Daily Times 
“Unless the rest of the world wishes to promote more bloodshed in 
the Orient, the attitude of Japan on this point will command some 
respect. Peace in those troubled lands seems best assured in Japan's 
vigilance”. 


—Editor: C. B. Blethen. 


(Book 684, pp. 78, 79) 


(Paraphrase of telegram received) 


To: Secretary of State, Washington. 
From: American Embassy, Chungking. 
Dated: December 14, 8 p.m. 

Number: 2417 

From Adler for Secretary of Treasury. 

Yesterday evening when I called on Kung and informed him in 
accordance with Department's 1784, December 11, he said that a price 
of 100 to 1 was out of the question. He said that he would rather 
give the 400,000,000 dollars Chinese national currency without any 
return rather than to take United States 4,000,000 for it. Personally, 
he said, he had no,objection to our importing United States currency 
to cover our needs, as he believed that sales of United States currency 
in any quantity would push the price down below 50. However, his 
colleagues in the Cabinet were opposed to such sale on the ground 
that United States dollars would tend to displace fapi. 

He made no offer except : 

A. He repeated his previous statement that in the near future he 
was to go over USAAF requirements with Generalissimo and with 
General Stillwell and determine how much China could undertake to 
cover under reverse lend-lease. 

B. Subject to his Government’s confirmation, agreed to our buying 
a portion of our fapi requirements at the official rate and to the Chi- 
nese (overnment advancing the rest, these advances being credited at 
the official rate to reverse lend-lease. P ppa ena the portion he had 
in mind was one-third, but he would make no commitment until he 
had consulted his colleagues. He did say, however, that “if necessary”, 
the portion might be less than half. 


(End of section one.) 
Gauss. 


> 
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(Paraphrase of telegram recelved) 


To: Secretary of State, Washington. 
From: American Embassy, Chungking. 
Dated: December 14, 1943, 8 p.m. 
Number: 2417 

Second Section : 


2. When I mentioned that all United States Government agencies 
in China find the price of United States dollars has become an out- 
Standing issue for them and that from the point of view of Sino- 
American relations the working out of a satisfactory arrangement was 
advisable, Kung replied “the Generalissimo had said no”. I again 
inquired into the possibility of gold sales. Kung told me that sales 
by the Chinese Government had been quite small] as it has been the 
Government’s policy to keep up price by buying back a substantial 
part of what it has sold. Gold is now alog in Chungking at around 
CN 13,000 per Chinese ounce. 

3. Kung indicated that there had been discussion of the exchange 
rate between Generalissimo and the President in Cairo. He gave me 
no information asto what was said. 

4. I mentioned the 30 to 1 rate the Chinese Government is giving 
for diplomatic expenditures, et cetera. Kung replied that the amount 
granted over and above the official rate, which he said would be raised 
trom 50 to 100 percent in the near future, represented a Chinese Gov- 
ernment subsidy. 

6. The foregoing and previous conversations with Kung make it 
evident that to obtain even a moderately satisfactory arrangement 
from the Chinese will require considerable pressure. 

(End of message.) 


GAUSS. 


(Book 684, pp. 203-209) 


Co 

Strictly Confidential an DecrmerR 15, 1943. 
Letter II (New Series) > 
Dear Dr. Whnrre: I think I have already written that the Gen- 
eralissimo was very plensed with the results of the Cairo Conference, 
the reasons for his satisfaction being firstly that his political requests 
were granted and secondly that the international prestige he received 
gave his regime a badly needed booster. His wife, who of course 
understands Western politics much better than he, was not so pleased, 
as China’s military and financial demands were turned down, I don’t 
know whether you have already been informed, but the Generalissimo 
asked the President for a loan of US$1 billion and the reply was that 
it would be impossible to get Congressional approval for such a loan, 
The weakness of the Central Government is more profound than is 

generally realized at home. 
(a) There has been no improvement in the relations between tho 
Kuomintang and the opposition. Perhaps the best way.to atin up the 
position is that both sides are preserving armed neutrality and keeping 
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their powder dry. Neither has made any concessions to the other, the 
Kuomintang is continuing its military and political preparations for 
civil war, and while the immediate tension slackened after the 11th 
plenary session of the Central Committee of the Kuomintang in 
September, they are still as far apart as ever. It appears that the 
Kuomintang mobilized for civil war this summer and that the Gen- 
eralissimo was only dissuaded from going ahead by fear of interna- 
tional public opinion and by the unanimity of his generals in asserting 
that it would require a major campaign, as the Chinese Communists 
were much stronger than Chungking had believed and, though not 
want'ng a civil war, were no longer afraid of its military and political 
outcome, while the Central Government troops were much weaker. 
There are a lot of reports here to the effect that the Communists have 
become very powerful throughout North China and even in Central 
China behind the Japanese lines, which makes the Central Govern- 
ment al] the more nervous as to possible developments after the enemy 
is expelled but at the same time deters it from hasty action. Never- 
theless, the danger of civil war remains grave, nor can any significant 
improvement be expected at the moment. By the way, no one here 
takes seriously the movement for a Constitutional Convention one 
year ufter the War; the news was timed to coincide with the announce- 
ment of the departure of the Chinese Goodwill Mission for England 
in order to serve as a democratic gesture and selling point, but ac- 
tually the same people who were “elected” in 1935 to serve on the Con- 
stitutional Convention then are to function again, and the Convention 
will not even have the power to submit. amendments to the Draft 
Constitution which will be put before it for consideration. 

(b) The main danger confronting the Central Government is not 
economic collapse but political disintegration. You may remember 
that I stressed this point over a year ago. The danger is becoming 
increasingly more serious. Right now the Szechuan militarists are 
extremely restive, and it is reported that the recent Hunan campaign 
was undertaken partly to stave off a Szechuan revolt which might have 
obtained some popular support as a result of dissatisfaction with the 
land tax and conscription and that the Generalissimo and Madame 
Chiang have even become jittery about their own personal safety. 

(c) Contributing to and reflecting the process of political disinte- 
gration, the internal conflicts and dissensions within the Kuomintang 
have become sharper. Thus the rivalries between Chiang’s two lead- 
ing generals, Ho Ying-chin and Chen Cheng (the latter who is con- 
sidered by informed foreigners to be China’s best field commander has 
recently developed a diplomatic illness), between Kung and Soong, 
and batween the C.C. group and other equally Fascist factions within 
the Kuomintang, have all become more acute. 

(d) The Government has lost any interest it ever had in doing any- 
thing effective to fight the Japanese, whose defeat it is only too glad 
to leave in our lap; it recognizes that the defeat of the Japs is in- 
evitable and therefore there is no danger of capitulation, but at the 
same time it won’t do anything to hasten that defeat. Consequently 
most American Government officials I come in contact with are becom: 
ing increasingly critical not only of the Central Government but also 
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of our Chinese policy, which has served to strengthen the Central 
Government. without obtaining anything in return. It is true that 
one of the Central Government’s few selling points is United States 
friendship and its ability to extract handouts from us at critical Junc- 
tures, and it is all too true that we have very little to show for either 
our friendship or our handouts (witness our difficulty in getting a 
reasonable arrangement in connection with our expenditures in China). 
It is felt that it is necessary for us to get tough with Chiang if we 
are to get any results and that there is no point in eulogizing him to 
the skies and in being gratuitously generous to him. Foreign praise 
of him does more harm than good, while the more we give him the 
more he expects and the less he is willing to contribute to the war 
effort or to mend his ways. Americans in Chungking heaved a unani- 
mous sigh of relief when they heard that the President had made no 
financial commitment. to Chiang at Cairo. 

(e) There appears to be no sign or reasonable prospect of any real 
change for the better in the Central Government’s internal policy. 
Its intention remains to hold on to power without making any attempt 
at improving administrative efficiency, widening the base of its sup- 
port, or introducing any reforms. 

Summing up, what should be emphasized is that the Central Gov- 
ernment is unstable, that its instability is increasing, that it is making 
no serious attempt to rectify its inherent instubility—if anything the 
contrary, that Chiang no longer fulfills the function of being the main 
unifying factor in China, and that American policy vis-a-vis China 
which appears to be postulated on the assumption that the Govern- 
ment is stable and strong should be based on the facts. 

I have been picking up some dope on Lend-Lease. My information 
with respect to India is that unnecessary wasteages are occurring as a 
result of the inefficiency and incompetence of the responsible civilian 
agencies of the Indian Government in placing orders and utilizing 
material received. Thus, the Tata Steel Company gave the respon- 
sible agencies specifications for a much needed blast furnace and roll- 
er, but the latter decided to go Tata one better and ordered a much 
bigger furnace and roller which Tata gant use. The furnace and 
roller have arrived in India but for all practical purposes are so much 
scrap. Yet another example is provided by our Lend-Lease man in 
Calcutta who was approached by the ‘Indian railroads for certain 
badly needed railway supplies. Our man informed the Indian rail- 
road representatives that the Indian Government had received on 
Lend-Lease a sufficient amount of the goods in question to last for 
ten years. Though the railroad representatives were incredulous, it 
transpired that our man was stating the facts and that the Indian 
Government had simply failed to inform the railroads of the receipt 
and availability of the supplies they were looking for. 

As for China, the Lend-Lease men here are in the process of in- 
vestigating the uses to which Lend-Lease supplies have been put in 
China, and I hope to have something to report in the near future. 
Their main find so far concerns Lend-Lease and Universal Trading 
Corporation material and equipment destined for China but. now in 
India. Apparently most of it is now In Assam, which has a notorious 
climate in which goods rot very easily. Nevertheless the material 


MORGENTHAU DIARY 939 


is inadequately stored and inventoried. Much of the material—some 
of which has been lieing [sic] there for over a year—will have to be 
scrapped, and most of the rest will have to be salvaged and repacked. 

The following example of inefficient inventorying was cited to me; the 
Colonel in charge of the construction of the Ledo road did not know 

that some equipment he desperately needed was stored only 20 miles 

away. The main trouble seems to be insufficient personnel, and the- 
blame cannot be laid at the door of the Chinese. Where the Chinese 

are unrealistic is in persisting in having stuff shipped out from Amer- 

ica when there is more in Assam than can be moved into China, given 

present transportation facilities. 

It is clear that the British are stalling about giving the necessary 
30 days’ notice for the termination of the 1941 Agreement. The rea- 
son is that they wish to have the status of the Chinese Government’s 
debt to them under the 1939 Sino-British agreement clarified before 
agreeing to winding everything up. The result is that as the Board 
decided that the Sino-American and Sino-British agreements of 1941 
should be terminated as of the same date 1 have to wait until the 
British take action before being able to hand in my resignation as of a 
given date. You will be interested to learn that Ambassador Gauss 
wants me to.be Financial Attache; while such an arrangement would 
have many advantages and would in no way interfere with my taking 
trips to India for example, it is for you to decide whether it is desir- 
able from the Treasury’s point of view. 

I had lunch with T. V. Soong last week and he asked to be remem- 
bered to Mrs. White and yourself; he mentioned that he found a 
book your wife sent to his children so engrossing that he insisted on 
reading it first himself. Ife is still in the doghouse and living in 
comparative isolation, though he is expected to leave for America 
soon. 

With best wishes for a Merry Xmas and a Happy New Year to 
your wife and family and yourself, 


Yours sincerel 
i (Signed) Son ADLER, 


9 
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(Paraphrase of telegram recelved) 


From: American Embassy, Chungking. 
To: Secretary of State, Washington. 
Dated: December 16, 1943. 

No. 2429. 


Secret 

As regards the proposal that China should now sign reverse Lend- 
Lease agreement after such a long delay, it is suggested that this 
sudden decision by the Chinese likely has as the principal motive the 
making of a gesture which would gain face and praise for China in 
the United States and at the same time avoid the possibility of Con- 
gressional and other criticism should the public become awnre of the 
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circumstances of exploitation of our Army in China Minister of 
Finances services and facilities. The gesture would cost China 
nothing unless steps are taken to implement the proposed arrange- 
ment. Reports to Treasury by Adler and to the Department by the 
Embassy regarding Minister of Finance's attitude do not encourage 
us to believe that the agreement will be satisfactorily implemented 1f 
signed. i 

It might be a serious tactical error, on the other hand, to decline to 
enter into an agreement which we, ourselves, proposed and give the 
Chinese the opportunity to say that they had offered to share the heavy 
burden of our military operations in China and had been turned 
down by us. 

Therefore, it is proposed that we orally inform the Chinese that 
we should be very glad to enter into the agreement but that it is sug- 
gested by us that the actual signing be timed to coincide with con- 
clusion of appropriate detailed arrangements to implement it. A 
formal approach already recommended setting forth in precise terms 
the nature and extent of financial services desired from China might 
be used to supplement this oral statement. 

Should the Department, notwithstanding the foregoing, consider 
it preferable to sign the agreement forthwith as accomplishing at least 
a step forward, it is suggested that we take steps to offset possible 
Chinese effort to out maneuver us by making clear in an official Amer- 
ican announcement that the agreement is confined to broad aspects 
of intentions and principles which only lay the ground work for im- 
plementation which it is expected the Chinese Government will under- 
take at once, especially in providing arrangements and facilities and 
services for our armed forces which can be supplied by China. 


GAUSS. 
eh :copy 12-22-43 


(Book 685, pp. 24-31) 
DecemneEr 17, 1943. 
1:30 p.m. 
Loans to CuÍna 
Present: 

Mr. Glasser 

Mr. Bernstein 

Mr. Lipsman 

Mrs. Klotz 


Mr. Bernstein: Mr. Secretary, this is Mr. Lipsman. qa + 

H. M. Jr: How do you do. This is Mrs. Klotz and Mrs. Dickin- 
son. 

Do you speak Chinese? 

Mr. Lipsman: No, sir. 

H. M. Jr: Somebody around here has to speak Chinese. 

Well, the President thought this was important enough to give 
me one of his few appointments today, and evidently the Generalis- 
simo and Madame Chiang put up a great story to the President 
about inflation—how they wanted the balance of the money they had 
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on hand. The President said around two hundred million, 1 said 
it was something like that. 

Mr. Bernstein: A little over two hundred million. 

H. M. Jr: And they would like to have another billion-dollar loan. 
Tsaid 1 didn’t know he could get that. 

_ The President said, “Well, I had this iden. I think the trouble 
Is that the Chinese have put out too much paper currency and there 
1s too much of it. That is what caused this depression.” 

So I said, “No, that may have added to it, but,” I said, “the 
trouble is, there isn't enough food to go around; therefore there is a 
lot of paper money and very little food, and the value of the paper 
money goes down as the price of food goes up.” 

“Well, anyway,” he said, “let's say that the Chinese money is worth 
two cents "—1 couldn't tell him what it was—— 

Mr. Bernstein: Less than a cent. The official rate is five cents. 

H. M. Jr: What did it used to be worth? 

Mr. Bernstein : It used to be worth thirty cents. 

H. M. Jr: He said, “Supposing we could buy up in the black 
market, American money, or Chinese money’—he had some idea, 
say, of buying it at eighty—he used that. figure—I think he used the 
figure eighty. But I think what he had in mind, buy it at the pres- 
ent black market rate, and then say to the Chinese, when the war is 
over, “We will let you redeem it at the price which we paid for it,” 
even though the value of it goes up. 

Do you see?. Do you follow me? It is kind of sleight-of-hand. 

Mr. Bernstein: Yes, sir. 

H. M. Jr: I said I would have to think about this thing, but I am 
having lunch with him Sunday and I promised him a memorandum 
after lunch Sunday. i i y 

Now, the thing to do when you work with the President like this, 
is to take his plan and explore it and give the pros and cons. E don't 
know whether it is good or bad. I said, “Well, it is something like 
what we did in Teheran where we bought, joint account with the 
British, local currency for our gold, and used it to pay the troops.” 

I said, “Do you want to go joint account with the British?” 

He said, “Positively not. Whatever we do we want to do alone.” 

So I told him we had this letter very recently from Kung telling 
us the thing was better. That seemed to surprise him. 

Now I said it was our fault or blame or responsibility that the 

old left here so slowly. We thought that was the only way to make 
it last, and that we could let it go faster. 

So what I would like you people to do—that is the story. Explore 
the President’s proposal and give me the pros and cons on it. I don’t 
know whether it is good or bad. It is something like buying the 
thing up and holding it, and then letting them redeem it. If you 
don’t think we will have it, then E me a suggestion as to how the 
inflation in China can be combatted, see? 

Now, you have got to do it within that framework—within the 
money and the credit they have left here. After all, when you say 
they have two hundred million 

Mr. Bornstein: They have these bills, Mr. Secretary. 
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H. M. Jr: Roughly five hundred million; they only used about 
twenty million of that. 

‘Mr. Bernstein: Some of that is pledged against the securities they 
have issued. r 

H. M. Jv: How much? 

Mr. Bernstein: Two hundred is pledged, but it isn’t all sold. 
_ H. M. Jr: But actually, out of the Chinese exchequer, I think there 
1s only twenty million that is gone, roughly. Am I right? 

Mr. Bernstein: That is right, Mr. Secretary. You are right. They 
have only spent twenty million in the sense of buying gold. 

H. M. Jr: Four hundred and eighty million dollars that they can 
lay their hands on. 

Mr. Bernstein: In bills or in dollars; that is right. 

H. M. Jr: It doesn't make any difference. I am right, approxi- 
mately, am I not? 

Mr. Bernstein: That is right. 

H. M. Jr: What can we do with four hundred and eighty million 
dollars—-if that isn’t enough, how much more do we need to do a job? 
There are three proposals—take the President’s ideas, pros and cons. 
All right, let them use up that four hundred and eighty million dol- 
Jars. Can you do anything by shipping gold? Do you remember 
my idea to use silver dollars? 

Mr. Bernstein: Yes. 

H. M. Jr: Or different things. Now, what you better do is you 
had better have something. I wasn’t going to work tomorrow after- 
noon, but. I will see you sometime late tomorrow afternoon—four or 
five nt the house, see? Tet me take a look at it and you can re-boil 
it over again so I can have itby Sunday noon. 

Well, somebody spark ! 

Mr. Bernstein: Well, I think we can give you something on that, 
Mr. Secretary, especially since we have been exploring the possibility 
of selling gold there. We have gold quotations, we have some notion 
of the dollar quotation. 

T M. Jr: I suggested to Harry—you know that we start selling 
SONT 

Mr. Bernstein: Out of that four hufdred and eighty million, the 
only question in my mind, Mr. Secretary, is how much of that. they 
have pledged, and I don't think they have pledged more than a hun- 
dred million, they would want to use. They may not want to use up 
everything. 

H. M. Jr: Just to take a minute—explain to me—what is this racket 
that our people do—there is a dollar bond out.and. you can’ buy it 
very low. 

Mr. Bernstein: That is the one. 

H. M. Jr: What is that? How does it work? 

Mr. Bernstein: American soldiers: in Clrina, or Chinese nationals 
can pay the Chinese in Chinese yuan at the official rate, five cents; 
they can secure a U.S. dollar bond or certificate, which becomes pay- 
able in dollars after two yenrs or five years. There are different ones. 
The funds are kept at the Federal Reserve Bank of New York to as- 
sure payment of those. Americans have been buying them and send- 

ing them back to their families to hold for them. 
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Now, that is what some of the money is pledged for, Mr. Secretary. 
å T a Jr: Well, now they have to bar yuan to do that, isn't that 
right 

Mr. Bernstein: Right. 

H. M. Jr: Really, what the President has in mind is our buying 
yuan, and issuing the bond against that, which would be good, at the 
present rate rather than at the old rate of par. 

Mr. Bernstein: Selling it at the black market rate, which the Amer- 
icans do, really. They sell the currency at the black market rate get- 
ting yuan at less than a cent apiece. 

H. M. Jr: It may be perfectly cock-eyed. 

Instead of buying a bond, let's say you buy a bond that will ulti- 
mately ba worth a hundred U.S. dollars. You can buy that for what— 
two thousand ? 

Mr. Bernstein: That is right, two thousand yuan. 

H. M. Jr: Lam good! - I have to figure it—at two thousand, when 
you ultimately get it back, you get it back at a rate of two thousand 
yuan which are normally worth thirty cents. Is that right? 

Mr. Bernstein: What they will actually get back is dollars. 

H. M. Jr: A hundred dollars—translating that thirty into that, 
would be how many ? 

Mr. Bernstein: Thirty into that would be three, three, three. 

H.M. Jr: But it is a hundred dollars. 

Mr. Bernstein: To get back to a hundred dollars is the significant 
thing to them. 

H. M. Jr: Costs them how many dollars now? 

Mr. Bernstein: Actually it would only cost them twenty, dollars, 
because they buy the yuan not at. five, but less than a cent. 

H. M. Jr: Well. supposing we buy two thousand yuan at twenty 
dollars. What the President suggested is that we give these people 
an option to buy back these at the present rate. Is that right? 

Mr. Bernstein: That is what I gather from what you say. 

H. M. Jr: We won’t lose anything, and we would clean up the mar- 
ket, wouldn’t we? 

Mr. Bernstein: We could clean up some part of it. The Chinese 
will have to keep feeding thè market with yuan because they can't 
balance their budget or borrow, and they can't tax. 

H. M. Jr: How much help Js it if we pay the U.S. troops in black 
market yuan if we went in and bought the way we did 

Mr. Bernstein: It wouldn't help the Chinese. 

H. M. Jr: What thie President wants to do is help the Chinese. 

Put the old bean on it sometime between four and five tomorrow. 
Come through with some kind of a plan. 

Mr. Bernstein: Yes, sir. 

H. M. Jr: How to help the Chinese within what they have got 
now. I don't want to go up to the Congress and ask for any more. 

Mr. Bernstein: Yes, sir. 

H. M. Jr: If you say four hundred and eighty million dollars— 
on the other hand, say how much; give me a price, how much it will 
do to fix them up. If, on the other hand, it is going to take food— 
goods is what 1 think it will take—put that in. 
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Mr. Bernstein: Yes, sir. 

H. M. Jr: I don't see how you will control inflation, if you don’t 
have goods. 

Mr. Bernstein: I don’t think you can stop inflation in China. 

H. M. Jr: I think all he wants is a billion dollars for post war. 
Right? 

Mr. Bernstein: I think that is what he wants. 

H. M. Jr: But you give me the unvarnished truth, and let me have 
a look at it tomorrow. Will you go to work on it? 

Mr. Bernstein: Yes, sir. 

H. M. Jr: You had better call up Harry on the phone. | 

Put everybody on there who has any time or brains, or vice versa, 


(Book 685, pp. 140-142) 
December 18, 1943. 


MEMORANDUM FOR THE PRESIDENT 


You have spoken of the request of Generalissimo Chiang Kai-shek 
for an additional $1 billion of financial aid to China to be used to help 
control inflation and for postwar reconstruction. 


I 


The facts regarding inflation in China and the possibility of its con- 
tro] through the use of dollar resources are as follows: 

Inflation in China, as you well know, arises from the grave inade- 
quacy of production for war needs and essential civilian consumption. 
Supplies have been drastically reduced by enemy occupation and the 
cutting off of imports except the small amounts that. come by air or 
are smuggled from occupied territory. 

The Chinese Government cannot collect sufficient taxes or borrow 
from the people in adequate amounts. As a consequence, the Gov- 
ernment has been issuing 3.5 billion yuan a month, twice the rate of 
a year ago. 

‘The official exchange rate for yuan 1s now’5 cents; before China 
entered the war it was 30 cents. The open market rate for yuan in 
U.S. paper currency is one cent and in terms of gold one-third of a 
cent. 

You have suggested the possibility of our selling dollar currency 
for yuan to be resold to China after the war at no profit to us. No 
doubt something could be done to alleviate inflation through the sale 
of gold or dollar currency in China. I have received the following 
message from Dr. Kung dated December 14: b 

“You will be pleased to hear that the recent gold shipment 1s one 
of the outstanding factors contributing to the strengthening of fapi, 
because people believe that the arrival of gold has increased the much 
needed reserve of our currency, thereby influencing the stability of 
prices. The action of the United States Government re-afárms to the 
Chinese people that, denie difficulties arising from the blockade and 
the cumulative effects of over six years of war against „the invasion, 
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China has a powerful friend desirous of strengthening China’s econo- 
my as conditions permit.” 

However, while something could be done to retard the rise in prices, 
the only real hope of controlling inflation is by getting more goods into 
China. This, you know better than I, depends on future military 
operations, 


II 


China has tried two similar monetary remedies for alleviating in- 
flation without marked success. 

1. The Chinese Government issued and sold dollar securities for 
yuan, setting aside $200 million of the aid granted by this country 
for the redemption of the securities. (These securities were sold at 
exorbitant profit to the buyers. For instance, a person holding $100 
in U.S. currency could have quadrupled his money in less than two 
years by selling the currency for yuan on the open market and buying 
the dollar securities issued by the Chinese Government.) I believe 
that the program made no significant contribution to the control of 
inflation. 

2. The Chinese Government has recently been selling gold at a price 
in yuan eanivalent to $550 an ounce, about fifteen times the official 
rate. We have shipped to China more than $10 million of gold and 
they have sold about $2 million of gold for yuan. This program has 
not been tried sufficiently to warrant any definite conclusion as to its 
possible ettect. 

China now has $460 million of unpledged funds in the United States 
and is getting about $20 million a month as a result of our expendi- 
tures. China could use these funds in selling gold or dollar assets for 
yuan, although in my opinion such schemes in the past have had little 
effect except to give additional profits to insiders, speculators and 
hoarders and dissipate foreign exchange resources that could be better 
used by China for reconstruction. 

Under the circumstances, a loan to China for these purposes could 
not be justified by the results that have been obtained. It is my 
opinion that a loan is unnecesdary at this time and would be undesir- 
able from the point of view of China and the United States. Large 
expenditures on ineffective measures for controlling inflation in 
China would be an unwise use of her borrowing capacity which 
should be reserved for productive uses in other ways. On recon- 
struction, it is too soon for us to know the best use or the best form 


of the aid we might give to China. 


RECOMMENDATIONS 


For the past five years I have had a deep admiration for the valiant 
fight that the Chinese people, under the leadership of Chiang Kai- 
shek,. have waged against Japanese aggression. Therefore, I am in 
complete sympathy with your position that no stone be left unturned 
to retard the rise in prices. Using the tools we have at hand, I 
recommend the following: 
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1. All U.S. expenditures in China, currently $400 million yuan a 
month and rising rapidly, be met through the purchase of yuan with 
gold or dollar currency at whatever price we can get tiem for in 
the open market. This is equal to more than 10 percent of the present, 
rate of issue. , j 

2. Accelerate the shipment of gold purchased by China to twice 
the amount we have previously planned to send. It should be pos- 
sible to raise gold shipments from $6 million a month to about $12 
million. At the present price for gold in the open market this would 
be equal to the present 3.5 billion of yuan currency that is being 
issued. 

The impact of this two-fold program should contribute to retard- 
ing inflation, always bearing in mind that the basic reason for infla- 
“tion in China is the shortage of goods. 


(Book 685, pp. 170-172) 


DecembBER 20, 1943. 
2:10 p.m. 
CHINESE LOANS 
Present : 


Mr. White 
Mr. Bernstein 
Mr. Luxford 


H. M. Jr: “There is now no need for further loan from a political 
standpoint.” (The Secretary reads from cable of December 9, 1943, 
from Mr. Gauss to the Secretary of State, copy attached.) 

(Mr. Luxford entered the conference.) 

H. M. Jr.: Luxford, the stuff has come. Right after this I want 
to sce you boys. They gave us the three fifty-four, and then went 
right and gave us the other one. 

Mr. Luxford: Somebody decided to make a clean disclosure. 

H. M. Jr: I haven’t had time to look’at it, but for God's sake, hang 
onto it. 

Mr. Luxford: Well, they had a reversal of policy. 

H. M. Jr: Just as soon as I am through with this, if I have time 
I will do it. 

(Mr. Luxford left the conference.) 

H. M. Jr: I guess they divided up the paraphrasing. 

Mr. White: It frequently comes that way. That is a quis para- 
phrased job. He called me up specially to say they might want to 
make some changes, but the changes will not be of substance. 

H. M. Jr: Who called you up? 

Mr. White: State Department—a lad who does the paraphrasing. 
Apparently they paraphrased it for us. Read it. 

H. M. Jr: 1 xm going to read it (referring to Gauss-cable). 

There is nothing in there. I want to tell you (White) that your 
men were fine during your absence. I got excellent cooperation. 

Mr. White: That is fine. 
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H. M. Jr: I hope you like the statement I gave the President. By 
the way, where is my copy? 

Mr. White: How did you happen to hear of this telegram ? 

Mr. Bernstein: Here are the official copies, Mr. Secretary. (Copy. 
or o for the President, dated December 16, 1943, at- 

ached. 

H. M. Jr: Oh, Harry, so much has happened; don't cross-examine 
me. I think the President mentioned it and I think Mr. Hull men- 
tioned it this morning, on that letter. ` But so many things have hap- 
pened. Oh, I think when I offered Hull a copy of this, he mentioned 
the Gauss cable. But as I say, the boys have eo fine. 

What the hell—excuse me—does Chang want now? 

Mr. White: It is an unimportant visit, He has a letter which prob- 
ably doesn't say much. He just probably wants to say that he has seen 
you. I don’t think 

H. M. Jr: There is nothing in here. T talked with Mr. Hull's secre- 
tary. This is December 9—why didn't they give it to me? They said, 
“Tt is nothing intentional, Mr. Morgenthau:” 

I said, “I appreciate that; it is just plain downright. sloppiness.” 

Mr. White: We would never have gotten that telegram. 

H. M. Jr: You don’t know what has happened since this morning. 
We have had the grentest victory in the State Department since I have 
been here. 

Mr. White: Yes, the boys told me about it. 

H. M. Jr: Isn't that something? 

Mr. White: Yes. Did you read this morning’s “P.M.” on Long? 
He probably had rend it. 

H. M. Jr: Well, I will go on to this next one. There is a whole 
flock of cables. You are in on this other thing ? 

Mr. White: Yes, they reported. 

H.M.Jr: Thank you again. 
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d DecEmMBER 21, 1943. 
9:30 a.m. 
GROUP 
Present: 
Mr. Gaston 
Mr. Paul 


Mr. Sullivan 

Mr. White 

Mr. Smith 

Mr. Thompson 

Mr. Blough 

Mrs. Klotz 
HM Jr: 1 don't know whether you are going on the Hill, Randolph, 

or not. ; l 

Mr. Paul: There is supposed to be a formal meeting this morning. 
HM Jr: You ought to have front-row seats when Drew Pearson 


testifies. 
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Mr. Paul: I didn’t know he was going to testify until just now. 
HM Jr: You got my memo on Drew Pearson ? 
‘Mr. Smith: No. 
Mr. Paul: Do you think I should go up there? J 
Mr. Smith: It hasn't come in yet. Shall Igo getit? | 
HM Jr: Let me check. The girls were to distribute it as fast as it 
came in. 

(Mrs. McHugh enters the conference.) ; 

TIM Jr: Do you know where to locate the Meltzer report? 
Mrs. McHugh: It was in the suitcase. 

(Mrs. McHugh: leaves the conference.) _ 

HM Jr: What about that package of cigarettes? 

Mr. Paul: No, the bet is off. isn’t it? i 

HM Jr: Technically it was supposed to be somewhere in here, but 
Miss Chauncey went through there. That isn’t like Chauncey. 

Well, you boys did a very good job for the Treasury. I liked it. 
Iam ready to get a blast back again. 

Mr. George said he would take care of me today. (Laughter) 

Mr. Paul: He did? 

HM Jr: Oh, yes, in the paper. He simply said that I didn’t, know 
anything about renegotiation and hadn't the slightest idea what it was 
all about, but he would take care of me today. I would rather have it 
in tomorrow morning’s paper after they have gone home. Then he 
would say that I had waited until they went home. I don’t know 
how you feel, but I like it. 

Mr. Paul: I want to go up there. 

HM Jr: You might go up there to defend the honor of H. Morg- 
enthau, Jr. 

Mr. White: I heard a radio comment last night; I think it was the 
fellow who speaks at five minutes of nine. That is the only one I 
listen to. He said that Congress has been given, I think, a good send- 
off by Secretary Morgenthau’s angry retort that we would be better 
off not to have any tax bill than the thing that is thrown together by 
Congress. I don’t think I have all the exact words, but something 
close to that. 

HM Jr: “A good send-oft” ? 

_ Mr. White: A send-off, and a good send-off. 

H.M. Jr: Thatis all right. 

Mr. Gaston: I think it is good. 

Mr. Paul: Guffey called me yesterday. He was one of the main 
supporters of these renegotiations. He said, “I hear you fellows 
disagree with us pretty badly.” , : 

We went into it and discussed it quite awhile. I told him I 
thought that was the worst mistake I ever knew the Senate Finance 
Committee to make. We talked quite a while about it. l 

We also talked about the liquor business. He said he was going 
away today and he wanted to talk it all over. He said maybe he 
was wrong, and he wanted to talk it all over about Christmas day 
or the next day when he gets back. 

Mr. Gaston: Who is this? NUMER Da 

Mr. Paul: Guffey. He was next to George and Taft leading the fight 
for these amendments. 
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H.M. Jr: I sent you a memo asking you to call Forrestal to find 
out what he and George talked about for an hour. 

Mr. Paul: I am suspicious of that. I just noticed that in the 

«paper. I told you I was a little worried about him. 
H.M. Jr: I will tell you why I am extra suspicious. At Cabinet 
A “What do you think of catting this off at the 1st of 
uly?’ 

I said, “It would be terrible.” 

Mr. Paul: It would be a compromise that isn’t any compromise. 
You would be getting nothing. i 

H.M. Jr: I think my suggestion that you call Forrestal— it may 
take the girls longer than I thought to get these memos typed. I 
only got in at twenty-five after nine. Are you on a basis so you can't 
call him? 

Mr. Paul: Oh, sure, I can. 

H.M. Jr: Find out what he is talking about. Then maybe you 
and Bob Patterson better get together and give him the works. 

Mr. Paul: I think I will call Patterson first. 

Mr. Sullivan: It might be helpful if you tell me about that. I may 
have to see Knox later in the morning on something else. I would 
want to be up to date. 

H.M. Jr.: Well, I will tell you—it was a good suggestion that I 
see the President. I think itis ail right. 

You know what T told them, don't you? When 1 went off the 
record I said they would either spend the rest of their life before 
Congress or in jail. 

They said, “Oh, oh, we will use that.” 

I said, “No, that is off the record.” 

Then the other thing which Herbert wanted me to use—but I was 
so tired after having n hour with the President that I just didn't 
know whether I would get away with it—was to say that my good 
friend Leon Henderson said that this isn’t a tax bill, that this 1s an 
appropriations bill. Now I wish I had used it. 

Mr. Paul: Cooper was in quite a while yesterday. He said he 
was not going to vote for the bill. He wants a speech written that 
he doesn’t use the same phrase, but this phrase, “This is not a revenue 
bill; it is a relief bill.” 

H.M. Jr: Of course, my attack isn't going to please Forrestal, be- 
cause that isn't the way they would do the thing.. Arthur Krock has 
done it three times for Forrestal now, and this is going to upset 
Arthur Krock terribly, that he and I are on the same side of the 
fence. 

Mr. Paul: I talked to Krock the other day. 

Mr. Gaston: 1t is worth noticing that the best story, the one that 
the Times plays, is the AP story. That is going fo get real circulation, 

H.M. Jr: Well, the idea that I had when I wrote Blough a letter 
yesterday morning was—the thought that I wrote in the thing is, this 
will go out and be something for the Congressmen when they got 
home for Christmas. And this is my Christmas present to Congress. 

Mr. Sullivan: 1 think it is an excellent iden. 1 think they are go- 
ing to get a very cool reception back home on this business. 
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Mr. Gaston: This isn't an Arthur Krock column or a Drew Pearson 
column; this is the AP story of the day on the tax bill, and it goes 
everywhere. < 

H.M. Jr: Well, the Washington Post has Associated Press; some- 
body might look for the UP to see how they did it, will you? 

Mr. Gaston: It is a very well handled story by a young fellow 
named Kovacic, who is covering the Treasury now. 

Mr. Paul: Heis the AP man. 

H.M. Jr: Herbert? 

Mr. Gaston: I haven't anything, except Cy Upham has drafted a 
letter in response to a request from me—Congressional committee— 

for the Comptroller to tell them whether he had a policy of oppesing 
branch banking and on what it was based, and especially whether this 
policy was aimed at the Transamerica Corporation. 

H.M. Jr: Who asked them ? 

Mr. Gaston: A Congressional committee. He had drafted a letter 
after talking to me, and I should have it on my desk now, but it isn’t 


there. I think it would be a good idea for you to see the letter before 
it goes out. 


.M. Jr: Isee. 

Mr. Gaston: So I will send it in. 

H.M. Jr: For those of you who get the New Republic, I recommend 
Helen Fuller's article called “Inflation Family Tree” in the Decem- 
ber 20th issue particularly. 

Mr. Paul: Theresa nice play in there at Johnson. 

H.M. Jr: I was interested in my friend Babcock, and E. R. East- 
man, tying them up with Gannett. The American Agriculturist is 
Gannett's farm paper. 

What else, Herbert ? 

Mr. Gaston: I think that is all. 

(The Secretary leaves the conference temporarily.) 

_ (Mrs. McHugh enters the conference temporarily and hands Mr. 
Smith memo from Secretary Morgenthau to Drew Pearson dated 
December 21.) 

H.M. Jr.: Did I hear you say Patenotrg? 

Mr. Gaston: Yes, Drew Pearson has been digging up in his reply 
to George a lot of stuff on Alvord as well as George... Somehow he 
had gotten hold of Alvord’s connection with the Patenotre case and 
the fact that we had started action on that case. He came in to see 
Elmer Ivey to try to get some confirmation of details, and Elmer was 
quite shy and immediately brought him up to see me. q 

He told me what he knew, and I said, “Well, Drew, I am afraid 
we can't confirm any of that. You know the limitations we are un- 
der. All I can say is that you do get around.” 4 

Mr. Paul: He asked me about it, and, I simply referred him to the 
public record. That is all I knew about it. 

H. M. Jr: Do you know, Harry, it was the transfer of the funds 
from this country to Patenotre that started this whole sort of 

“sn Funds Control? We found there were a couple of million 
Foreign Funes | illi ars that left tl try, I don’ 
-© ten or fifteen million dollars that left this country, I don't 
ques den, »nyment to the Patenotres for this Philadelphia paper. 
know eed that was the first case we have had; it started the 
As a rest aii R elon Y ol. 
Ae business on the question of Foreign Funds Control 
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Mr. Paul: I dont understand it. 

Mr. White: No. 

H. M. Jr: I didn’t say you said so, I say so; I am just saying, do 
you remember that? 

Mr. White: I don’t remember. All I remember is that that is not 
what started it, but I think that is what gave it its first peg. 


H. M. Jr: Impetus—maybe that is correct, but it was the first case 
that we had. 


Mr. White: 1 think that is true. 

H. M. Jr: And it started us on the whole business. 

Mr. Paul: There were lots of those cases, Mr. Secretary. 1 know 
the same, money leaving the country. It happened in 1930, ten mil- 
lion dollars in payment to the Philadelphia Record. 

H. M. Jr: No, I am talking about this; it was the first case that 
came to my attention. 

Mr. Paul: That is something different. 

a H. n Jr: And this stimulated the whole question of Foreign Funds 
ontrol. 

Mr. Paul: But that is another Patenotre situation. 

H.M. Jr: Lam talking about the leaving of this country, the money 
to pay the Patenotres in the Philadelphia Bulletin. 

Mr. Paul: I am talking about it, too. That left in 1930 and went 
to Canada. 

H. M. Jr: Yes, but we didn’t find out about it until somewhere 
bet ween “35 and '37; that is what I mean. 

Mr. Gaston: That Canadian transaction was the sale, and the ques- 
tion was the taxability. 

H. M. Jr: I handled the investigation of it myself. 

Mr. Gaston. The question was the taxability of that sale. 

Mr. Paul. 1 have been working on it for months, also. 

H. M. Jr: I am going back long before you were in the Treasury. 

Mr. Paul: Soam I. Iam going back to the year of 1930. 

H. M. Jr: You weren't here then. 

Mr. Paul: I can go back to it in our records. We have the Cana- 
dian Bank records. 

H. M. Jr: We are talking «bout the approach. 

Mr. Paul: Well, it doesn't matter, anyway. 

H. M. Jr: No, that is what I think. 

Mr. Sullivan: Carried by a vote of ten to nothing. (Laughter.) 

H. M. Jr: You are talking about the suit, aren't you? 

Mr. Paul: Yes, but I am talking about the money to pay, just as 
you are, just as you spoke about it. 

Mr. Gaston: That wasn't immediately transferred, Randolph. I 
mean, it didn't immediately go across. ; 

Mr. Paul: It went across in 1930, and was paid in Montreal. And 
immediately this son turned around and paid it to his mother. 

H. M.Jr: Yes, but who discovered that? 

Mr. Paul: Foreign Funds, I think, dug it up. 

H.M. Jr: I don’t think Foreign Funds existed. 

Mr. Paul: I don’t know who dug it up. 
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Mr. Gaston: I know as to the tax features of the case; I know who 
dug that up; that. is Riley Campbell. 

H. M. Jr: I think you will find it was reported by the Federal 
Reserve. 

Mr. Paul: Who? 7 $ ; 

H. M. Jr: The Federai Reserve reported the thing, I think, in 
Philadelphia. a 

Mr. Paul: It looks very bad for Alvord in that picture, if we could 
only prove it, because this is what Drew knows about: There is a 
charge in the pleadings, as a matter of public record, that Alvord 
signed and falsified a false affidavit on which they entered into a 
closing agreement in 1930. a 

Mr. Gaston: The way we got on to that was that when John Wiley 
came over here and asked us to cooperate with him on the Laval 
Funds Case. We arranged to put Riley Campbell to work on some 
records over at the bureau of Internal Revenue, and Riley Campbell 
was on that for a while and then we took him off because we didn’t see 
any particular reason why we should have the S.S. in this proposi- 
tion, but in the meantime, going through those Patenotre records he 
came up with the conclusion that we had an important tax case there, 
and that is how this present claim originated. 

H. M. Jr: Yes, but how is he going to tie up—let’s say Alvord is 
a crook. I don’t know, but let's say he is. How is he going to hang 
that on George? 

Mr. Gaston: Oh, that is Drew Pearson’s trouble, not ours. 

H. M. Jr: But how is Drew Pearson going to tie the two things 
together? 

Mr. Paul: I don't know. 

Mr. Gaston: He just wants to show what kind of a critter Alvord 
is, that is all. He wants to aggravate the libel. 

Mr. Paul: One way I think he has of tying them together is to 
compare the exact phraseology in their speeches. 

H. M. Jr: Was it you who told me he had a man up there for two 
weeks in the Library of Congress? 

Mr. Gaston: You know, when the newspaper gets a very dangerous 
libel suit filed, the first question is whether you have an adequate 
defense. If you haven't an adequate defense, the next thing is to get 
the dirt on the claimant. I think that is the principle on which Drew 
was operating here. 

Mr. Paul: The suit for the Readers Digest—that was a regular 
technique. 

H. M. Jr: Herbert? 

Mr. Gaston: While we are here, I wonder if it would be all right 
with you if I take next week off to rest ? 

H. M. Jr: That isa very good idea. 

Mr. Poul: I hope ycu get it off, Herbert. q 

Mr. Sullivan: George Vournas, who is the President of Ahepa, 
was in to see Ae pee. 

“ vho’ 
a real That is the American Hellenic {vos I 
thouht you knew him. He is the President of that Association, 
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which last year raised fifty million dollars in war bonds. He has 
been overseas three months with Donovan’s outfit, but he is back 
here now. 

He had an operation at Walter Reed, and he finds that he has been 
assigned to work that is quite unimportant. The Ahepa drive is for 
a hundred million this year. He thinks that he could he of very 
great service to us in that drive if the Army were to order him on 
that. I tried to reach Ted last night, and couldn’t. He is out of 
town today. I will speak to him about it tomorrow, but I think he 
will talk with you about it. 

From what I know of the organization, and from what I know 
of Gcorge, I think that he might be very helpful to us. 

Harold Graves and I met yesterday afternoon with Mr. Bowles 
over at OPA. 

H. M Jr: Congratulations. 

Mr Sullivan: It was quite a struggle. 

H. M. Jr: Incidentally, how are you feeling? 

Mr. Sullivan: I have been feeling fine. I woke up at four this 
morning and wasn't able to get back to sleep, but I haven't any fever 
atall. {think I will get away with it. 

He said that he didn’t know what thinking they had been doing 
on consumer rationing of liquor, but he could assure me that if it 
was seriously being considered he would resist it to the very limits 
of his energy. 

H. M. Jr.: He would resist it? 

Mr. Sullivan: That is right. 

I explained to him what we were after, with the facts in the situa- 
tion, that we would have to make a report from you, and we would 
talk it over with the people who had been doing the thinking about 
it, and he said that that was quite all right. | 

H. M. Jr.: Excuse me, but why is he so violently opposed to ration- 
ing? 

Mr. Sullivan: Because he is so short-handed in administering the 
present rationing. He said that every time they take on something 
extra they have to lessen the avork they are doing on the commodities 
that are already subject to rationing. 

He said they only have twenty-three hundred inspectors, and there 
is some doubt as to whether or not he can get by on his present appro- 
priation. 

We also talked about increasing the already existing liaison work 
between Alcohol Tax Unit and their fellows over there, and meet- 
ings are being set up for all of that. 

I had luych with the Apostolic Delegate yesterday. He wanted 
me to extend to you his great appreciation for all the work you have 
been doing. 

H. M. Jr: Was it a good lunch? 

Mr. Sullivan: Yes, it was. It was rather hurried because 1 had to 
go over to Bowles’. I raced through in about an hour and a half. 

H. M. Jr: How many wines? 

Mr Sullivan: Only two. One wine, and a sherry before. 
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H. M. Jr.: You are kind of slipping. (Laughter.) 

Mr. Paul: Yes, I think I had three up there. Í 

Mr. Sullivan: You gave me a letter from the Forestry Service. 1 
have that with a memorandum if I can give it to you afterwards. 

H. M. Jr: Sure. 

Mr. Gaston: Oh, he had some talks with these OPA people on these 
black market things. We suggested at that time, oh, a couple of 
months ago, on the liquor black market we could perhaps do some- 
thing. They told us they weren't interested in the liquor black market, 
but there were others they wanted our help on. 

H. M. Jr: You fellows might be thinking—if they don't come 
along, I may have to say something publicly. 

Mr. Sullivan: I don’t think you have to. He indicated yesterday a 
very sincere desire to cooperate. 

H. M. Jr: But on the rationing I was thinking one of the simplest 
ways would be to simply say, “Effective the first of January, depend- 
ing upon the supply, that each family"—not each book, but each 
family—“is entitled to, say, one quart a month or something like 
that.” Do you go along on that? 

Mr. Paul: 1 would be like you, probably, 1 would have to resort to 
my capital. (Laughter.) 

Mr. Sullivan: Incidentally 

H.M. Jr: That isa regular answer. 

Mr. Sullivan: I asked Mr. Blough to work with us on that end. 

Mr. Gaston: Harry Anslinger was down on a trial of a narcotics 
case in Greenville, North Carolina. He went in a liquor store to ask 
about whisky. The cheapest thing was six dollars and ninety-five 
cents a quart. He said, “Is that the OPA ceiling price?” 

The clerk said, “No, we don't handle any OPA stutt; we have exclu- 
sively black market stuff.” 

We went to several liquor stores in Greenville, and the proprietors 
told him, “We handle only black market stuff.” 

Mr. Sullivan: I went into a liquor store here about three weeks ago 
to get some brandy for Christmas presents. They had some perfectly 
horrible stuff at thirteen and sixteen dollfrs and fifty cents. 

H. M. Jr: A bottle or case ? 

Mr. Sullivan: A bottle. 

Then I recognized a familiar bottle. I said, “What is that ?” 

He said, “Oh, you don't want that.” 

I said, “Let me take a look at it.” It was Grand Almanac, which is 
the best brandy, over twenty years old. I asked him how much it was, 
and he said, “Six, sixty-five, but you don't want that. This here is 
wonderful.” 

I said, “I see you have three of those.” 

He said, “Yes.” 

I paid twenty dollars a bottle for that last year. 

T said, “I will take those three.” za 
He did them up, and I paid for them. He said, “Sh, that is the 
only brandy we have an OPA ceiling price on. i K 
5 ~. Well. I am a little impatient, maybe unjustly so, with 
H. M. Jr: a Ll lto handle liquor official] 
this committee I appointed to handle 214 ae 
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Mr. Sullivan: Or, officially impatient. 

H. M. Jr: Well. that is distinguishing as to how you handle it in 
your right hand, Harry—right hand. 

Mr, White: I was immersed in something else. 

H. M. Jr: Well, anyway, 1 think we ought to have another meeting 
maybe pretty soon. 

Mr. Sullivan: I am getting one of the group this afternoon, so dif- 
ferent people who are working ov different parts of this can make re- 
ports of progress. Then I will know better after that how soon we 
can have a meeting. 

H. M. Jr: I am just thinking out loud. I don't see why we couldn't, 
for instance, if Chester Bowles is so busy, get a story on these stores 
of how they handle black market stuff exclusively. 

Mr. White: Why try to prevent the price of liquors from rising in 
the black market? It is an extra contrainflationary device. 

Mr. Sullivan: You would be surprised how many people in the Al- 
cohol Tax Division don't agree with you. 

Mr. Gaston: That is the OPA positiz. They agree with you, 
frankly. 

Mr. Sullivan: The fact. remains, Harry. that so far as the ordinary 
fellow in this country is concerned, there = nothing more you can do 
for his morale than Make sure he can get hold of a bottle of liquor 
at a reasonable price. 

H.M Jr: What is the difference between your statement and Chester 
Davis’, who believed the way to increase production and fight in- 
flation was to just let the price of agricultural commodities rise? 

Mr. White: There is a fundamental difference. One ditference is 
that I presume as far as the production of alcohol is concerned, you 
don’t want to stimulate that, and that is taken care of through other 
methods. So far as agricultural commodities are concerned, the nec- 
essary vital cost of living, it is all-important. Liquor is a luvury. 

Mr. Smith: That is a fine statement from vou. Harry, after you 
ripped the scalp off that barmaid in Land’s End for charging forty 
cents fora glass of beer. You delivered a whole speech on the British 
workingman. > 

Mr. White: Beer! We are talking about brandy, twenty-year old 
brandy. 

H. M: Jr: And that was Harry’s money. 

Mr. Smith: No, he was talking about. the workingman in Great 
Britain. He wasn't worried about himself. 

Mr. Paul: That is the way you always talk when you are worried 
about yourself. The workingman—— 

H. M. Jr.: Well, the fact remains, I want to get this before you 
people. Don’t forget that I still say this is heading right up to where 
we were back in prohibition, complete disregard for the law. And I 
am still interested—even though the fellows enjoy paying sixteen dol- 
lars for a bottle, and so forth, I don’t agree with Harry at all. 

Mr. Sullivan: I don't either. i 

H. M. Jr: And I am looking to you two fellows, plus Hannegan 
(Gaston and Sullivan)—I would like to get a report. 

Mr. Sullivan: You will. 
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H. M. Jr: I would like to get it this year. 

Mr. Sullivan : You will. = ED" > i 

Mr. Gaston: There is one danger of this situation that is of con- 
cern to the Alcohol Tax Unit, the entry of all these racketeers into the 
black market. It is a menacing thing for us, looking forward to the 
time when the restrictions on raw materials will be off and they will 
be back well entrenched in the game. The thing that is stopping 
moonshine right now is the lack of materials. 

The OPA regulation of the raw materials—that is the only thing 
that is stopping moonshine, and when that is off, with all these rack- 
eteers in the game we are going to be up against a tough situation. 

H. M. Jr: Let me ask you a question which I want a legal answer 
to. You go into a store and the fellows says, “I only handle black 
market stuff.” That fellow has a twenty-five dollar license from the 
Federal Government which permits him to be in business. Now, if he 
is selling openly, can we revoke his Federal license? 

Mr. Sullivan. No, it isn't the license; he has merely paid a tax. 
That is one of the things we are having drafted as legislation to cure 
that. If he is a wholesaler, then we can suspend him. 

H. M. Jr: But what if he is a retailer? 

Mr. Sullivan: You can't touch him. 

Mr. Gaston: If he violates our regulations we can suspend him, 
can't we? That is, if he sells non-tax-paid liquor, but these fellows 
are all selling tax-paid liquor so the serious question is whether we 
can disturb his 

Mr. Sullivan: We went through that fairly thoroughly. 

H. M. Jr.: The answer is, the way it is now, you can't do anything. 

Mr. Sullivan: No, and that is why in the memorandum 1 gave 
you—one of the projects is the review of our existing authority. 

Mr. Smith: Joe said you could. They were awarded that license 
on the basis that they would obey all the laws. 

Mr. Sullivan: That is on wholesalers; he is talking about retailers. 

Mr. Smith: Oh, I see. 

H. M. Jr: Whom did you say—Joe? 

Mr. Smith: O'Connell. ` 

Mr. Gaston: There is a possibility there, I think. 

H. M. Jr: If you are bored, Harry. I will change the subject. 

Mr. White: I am not bored. One of the important arguments you 
have advanced is it creates a disrespect for the law- which I think is 
a strong argument against it. But from the little I understand, you 
are creating your own evaders by setting the ceiling. If you didn't 

have the ceiling, you wouldn’t have the evaders; or if you didn’t have 
evaders you wouldn't have the racketeers, would you? > 
Mr. Gaston: You are arguing against the ceiling. We will take 
at next. . : 
Soe slit I agree with Harry to this extent, that either you 
think enough of this to have rationing, or you let the ceiling go; you 
an't do both. I think there is a middle ground there. 
F Well, I am serving notice on my committee. I am get- 


H. M. Jt: A | 
ing impatient. À 
Mir. Sullivan: All right. 


MORGENTHAU DIARY 957 


H. M. Jr: Anything else? 

Mr. Sullivan: The reason I am not disturbed is we have something 
brewing that is pretty good. 

Mr. Gaston: Distilling! 

H. M. Jr: I am asking to see you fellows at three. Were you told 
to be here at three? 

Mr. Sullivan : No, sir; not yet. 

H. M, Jr: Will you? I am seeing McConnell at that time, I think, 
three o'clock, All right, three o'clock. That is on Procurement. 

_Mr. Smith: We got the report back from Wilmington on redemp- 
tions. Itis very good. There isa lot in it, but the main thing is that 
three-quarters of the people—two-thirds of the people—who have 
redeemed bonds in the average-income class have no other savings of 
any kind, and ninety-two percent of the poorer people who have been 
redeeming bonds have no savings of any kind, other than bonds. 
And according to these records, seventy percent of them are redeemed 
for sickness, and the rest of the redemptions—the bulk of them— 
are pretty good. 

H. M. Jr: What are you going to do about it. 

Mr. Smith: Put out a story on redemptions that will wrap up this 
and the earlier Likert survey. There will be a memorandum to 
editors explaining the whole thing. 

FL. M. Jr: Are you going to put it in my mouth or not? 

Mr. Smith: Yes, a memorandum to editors from you, explaining 
the whole redemption situation. 

Mr. Sullivan: Last spring at a meeting across the hall one day 
I suggested a comparison of bond redemptions with defaults in life 
insurance in the lower bracket, and defaults on conditional sales. 
Somebody was going to make that study. I have never seen it, but 
if you had it I think it would be helpful on this story. 

Mr. Smith: As a matter of fact, this points out that pens will 
take their savings first, then they will take their bonds, and only after 
a struggle will they take their life insurance; a comparison between 
savings accounts and bonds. 

The point we are trying tg prove, or that is proved by all of this, 
is that people are using bonds the same as a savings account. In 
other words, they are putting all their savings into that. When 
they get into any kind of a spot, even for Christmas shopping, they 
cash a bond the same as the savings bank. The only difference is 
that people now have bonds who never had savings. 

Mr. White: Then you must not borrow from banks because that 
makes their assets more liquid. Is that the argument? 

I think it is better to use John’s theory, because the one you are 
using, aside from its soundness, is a little bit dangerous when taken 
together with a lot of statements that the Treasury has made pre- 
viously against the desirability of borrowing from banks. 

Whereas, if you can show life insurance policy, then you can say, 
“Look at these life insurance policies which people give up with 
great reluctance, and yet they are forced by circumstances to re- 
deem'”—so and so. ' 

Mr. Gaston : This has implications as to taxes. 


RA 
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H. M. Jr: May I just say something? I would field-test that with 
the half dozen of the more important State chairmen before it goes 
out. 

Herbert ? ` - 

Mr. Gaston: They ought to look into income levels and family 
status. It has tax implications. If it is general it might indicate 
that they are taxed as heavily as they can stand. It would be an 
argument against our tax recommendations. j 

But if you find that those people who are forced to redeem their 
bonds are within the exemption limits that we propose on income 
taxes, then we have got something pretty good. 

Mr. Paul. And above the Victory Tax. 

Mr. Smith. Well, that is a different study. That is the proportion 
of redemptions to the proportion of sales. This is just redemptions. 

Mr. Gaston. If you just showed the income—if you can show the 
family income and family status in that connection 

Mr. Smith. Then it is all over; it doesn't follow. The status of 
these redeemers goes all the way from upper income down to the very 
poor, and the very poor are not redeeming as badly as the middle 
income. 

Mr. Gaston. Do you have the income status of these people? 
Mr. Smith. Yes. 

Mr. Gaston. Well, that is all you need. 

H. M. Jr. Now may I go ahead? 

Blough ? 

Mr. Blough. I haven't anything. I think, though, we ought to be- 

in to think about the Budget Message and whether we are going to 

e in “sweet peace” with the Budget Bureau this year. 

H. M. Jr. “Sweet peace”—that is a new one! 

Mr. Sullivan. It is with the Budget ! 

Mr. Gaston. The Budget Message is probably being drafted right 
now. 

Mr. Blough. It has been through two drafts right now. 

H. M. Jr. Let Danny Bell—that is his particular exclusive head- 
ache. When will he be back? Fe 

Mr. Thompson. Thursday. 

Mr. Blough. The quarrel has always been in the tax part. 

H. M. Jr. I know, but let Danny front on that. He will be full of 
vim and vigor when he comes back. 

Mr. Blough. Fine. I am just bringing it up so it will come to your 
attention. 

H. M. Jr. You are right, but will you walk in and see him when 
he gets back? 

Mr. Paul. After you called me I called Long yesterday afternoon. 
T don’t know whether he was very astute or very dumb, but I told 
him things weren't clear to us in that paraphrase, that I would like 
to send Luxford over, which I did. He agreed to it. We got one 
cable and we are getting another one. | i, A 

H. M. Jr. I don’t have to do anything on that this morning? . 

Mr. Paul. No, I expect we will have a little this morning. I was 


very dumb. 
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H. M. Jr. You were very dumb? 

Mr. Paul. 1 acted dumb and casual to him. 

H. M. Jr. Well, after you get the final one, will you let me know 
and I will have a little meeting with you fellows? 

Mr. Paul. We may have it now. T will have to check. 

H. M. Jr. Will you? 

_ Mr. Paul. I think maybe I ought to drop up at the Committee meet- 
ing for awhile. 

H. M. Jr: I think you should. Do you want to go now? 

Mr. Paul: I think Roy and I should. 

H. M. Jr: All right. 

Mr. Paul: As soon as I get back 1 will give you a buzz. 

H. M. Jr: And defend my honor up there; please—to the last drop 
of blood. 

Mr. Blough: Our blood, or your blood? (Laughter.) 

H. M. Jr: Yours, of course! 

(Mr. Paul and Mr. Blough left the conference.) 

H. M. Jr: Harry? l ' ve 

Mr. White: I have three matters: One, we received à reply which 
is the second reply to a second cable from China turning us down on 
our request that we be permitted to purchase foreign exchange at 
one cent. The Army authorities were in yesterday to see me again— 
Colonel Foster and his assistant, who are in charge. They are put- 
ting great pressure on us. I asked for another week before they 
tackle their proposal of trying to get some money for nothing, which 
they dislike and we dislike. 

H. M. Jr: Whom did you ask to waita week? 

Mr. White: Colonel Foster, who is representing Colonel Somervell. 

H. M. Jr.: For your information, the President said he would send 
my memorandum to him on Chiang Kai-shek as written, direct, the 
whole memorandum. So that is goiig to bring it to a head. 

Mr. White: Well, it won't bring this particular point to a head, 
I don’t think. 

H. M. Jr: Sure it will. One of the two suggestions is that we go 
ahead and buy in the black market for gold up to the amount of our 
expenditures—one of the twovecommendations is 

- Mr. White: Yes, it may. He may answer that or he may not. I 
was wondering whether we shouldit send another cable. 

H. M. Jr: No. You tell the Army this is on a level now between 
the President and Chiang Kai-shek, and they should keep their 
G.I.’s on. 

Mr. White: Hold everything until we hear the response from the 
cable. 

H. M. Jr: And, incidentally, I told your boys to have a report 
for me—one of these jewelers bars down here from the Mint—five- 
ounce jewelers bar—I also told them to cable to England for one of 
the English ones. It is one and seven-eighths. , 
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Mr. White: We had investigated that and were preparing, some 
time ago, something that wouldn't be a coin but something like it, 
that might have some Chinese on one side, and you thought it might 
have America on the other. We have asked them for a design. They 
presented a design, so we dropped that, temporarily. We can pick 
that right up—the making of a coin which would be about an ounce 
or two ounces. 

H. M. Jr: But ask Bernstein what I told him. He may have gone 
ahead with it. There is a five-ounce jewelers bar which is stamped. 

Mr. White: That is pretty high size. It would take a wealthy man 
to buy it there. 

H. M. Jr: But they are getting a four-ounce bar. I would pursue 
that. 

Mr. White: They are not selling much. 

H. M. Jr: I would pursue it. 

Mr. White: All right. 

H. M. Jr: Tell the Army to mark time. I am amazed the Presi- 
dent took our suggestions as is. 

Mr. White. Yes, I wish we had known ahead of time he was going 
to do it, because I think we would have done a better job. Some of 
the things here are a little weak. I mean, it is weak from the point of 
view—it is strong from the point of view of turning them down; it 
couldn’t be stronger from that point of view. It is a little bit weak 
from the point of view of the explanation of inflation, and so forth. 
But it is all right. 

H. M. Jr: I think it was a damned good memorandum. 

Mr. White: Well, it was a good memorandum for your purpose, 
but I don’t think it was the best memorandum for the purpose of 
sending to Chiang Kai-shek. 

H. M. Jr: I was amazed the President took it. And I was very 
pleased inasmuch as he was sending it, that I had said about how 
‘much I admired China, and all that. 

Mr. White: Maybe that might have also helped to make up his 
mind to send it. 

H. M. Jr: I wonder if he is going to send it as his own memorandum. 

Mr. White: I would never have put that in the memorandum. 

H. M. Jr: The flowers and bouquets? : 

Mr. White: Yes, this almost sounds as though you expected him 
to send it. 

H. M. Jr: I was a little self-conscious about it. In a memorandum 
to the President I said, “ * * * my great admiration”"—and so forth 
and so on. Very flowery—very oriental. 

But 1 don't know whether he sent over the name of Roosevelt, or 
whether he said to Chiang Kai-shek, “I am enclosing a memorandum 
from my Secretary of the Treasury.” ‘ 

Mr. White: I don't think he would send it over his name, because 
he probably would prefer that somebody else got the blame for some 
of these statements: t two presents up at the house I haven't seen— 

H M. Jri I have £0) from T. V. Soong. Maybe I will get a cable 
one from Kung and one fr DN g. g , 


“Please send the present back.” 


MORGENTHAU DIARY 961 


Mr. Gaston: One of the people on the radio had some remarks about 
how Kung had won out in the contest with T. V. Soong about who 
would be the acting president when Chiang was in Cairo. 

_ H. M. Jr: I think you may read any day that Kung, while escap- 
ing, was shot and died, because in this memorandum where—you see, 
they ask for this billion-dollar loan. In my memorandum to the 
President I quote from the very recent letter from Kung that says 
everything is lovely—even though inflation is everything we thought. 

So I think you may any day see that while walking from his home 
to the Ministry, Kung accidentally slipped and broke his neck. 

Mr. White: That is the amazing thing about this memo which seems 
to have been drafted with the forethought, which I know the boys 
didn't have, that it was going to be sent to Chiang Kai-shek, because 
in it there is this lengthy quotation of almost a paragraph. 

H. M. Jr: That was put in by me. 

Mr. White: Which makes this a valuable document to send to 
Chiang Kai-shek, because he himself has said that your efforts are 
helping to stop inflation, so he is in kind of a box. 

H. M. Jr: You read the memorandum the boys brought to me? 

Mr. White: They read it to me over the phone. 

H. M. Jr: Then read the one that went, which is quite different. 
This is what he called “unadulterated Morgenthau”! 

All right. 

Mr. White: There arose, as a result of that exchange of cables 
between 

H. M. Jr: Do you know why Harry sits way over there? He thinks 
he is getting a cold and doesn't want me to get it. 

Mr. White: It is more than a suspicion, now. It is a certainty. 

The funds accruing to Italy now, as a result of remittances that 
are about to be sent, and other resources, shall be conserved for a 
source of claims of all the United Nations, not only the United 
States. And in this message in which the British are mentioning 
this fact, they also have one sentence by implication—include the 
resources that Italy had before. 

In other words, the importance of this document lies in this state- 
ment. ‘Then I will make it simpler. It seems to be that England 
is taking the position that all the foreign assets of enemy countries, 
which exist in the United States and elsewhere, shall be conserved 
for future claims of all the United Nations. 

We have to answer that cable because it deals with Italian re- 
sources. We are objecting to that on the grounds that the question 
of resources which are here—which have been here—are a matter for 
United States policy, which has not yet been determined, and we 
don't want it included on discussions on this matter. 

H. M. Jr: Well, look at the plants in Germany—American-owned 
plants. Certainly we have money. I have always felt that the money 
here would go for our own U.S. claims first, and not for the whole 
United Nations. 

Mr. White: Well, at any rate, it hasn’t been decided. 

Mr. Sullivan: Can't get away with anything else. 

H. M. Jr: Not with our Congress. 3 


oa 
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Mr. White: Then the position we are taking 

H. M. Jr: Yes, you had better let me see that answer before you 
let it leave the Treasury, will you, Harry ¢ 

Mr. White: All right, yes. 

H. M. Jr: Have you got the answer? 

Mr. White: Yes. 

H.M. Jr: How long is it? 

Mr. White: Seven pages. 

H.M.Jr: I will take the spirit of it. 

Mr. White: It won't take long. j ] 

The spirit is that we say no, that no policy has been determined. 
Now, if it will come to further issue, we will bring it back to you 
again, 

anne was a meeting yesterday at which McCloy was reporting his 
experiences in relation to A.M.G. operations and relations with Eng- 
land, and so forth. 

H. M. Jr: I saw him coming out of the room with the President. 
He said, “AlN I want to tell you, I have been over every track that 
you have been. I just followed your footsteps.” 

Mr. White: It sounded that way. The only difference between his 
recital of things as he found them and, I think, we did, was that the 

Italians were a lot hungrier and he also said that things were going 
very badly in Italy, very badly indeed. 

H.M. Jr: The fight, you mean ? 

Mr. White: No, the civilian situation. But one thing he men- 
tioned, which is not quite pertinent, and which I want to raise with 
you, is this Allied Advisory Mission which had been established by 
Hull at the Moscow conference in London has been assigned, it is not 
clear by whom, but apparently by that same conference—the task 
being of considering the question of reparations, and they have set 
up a subcommittee to either explore or make recommendations. I 
am raising the question at this time—do you want the Treasury to 
get into that subject, to be prepared for that subject. 

If you do, I think we had better start something now. 

H. M. Jr: Sure. In'seven pages, my answer is yes. 

Mr. White: Good. All right. 

H. M. Jr: Don’t you want to tell us a little about what McCloy 
told you? 

Mr. White: Yes. I didn’t see anything, particularly, that should 
be confidential from this group, though they were very fussy about 
it. They had the British there. 

H.M. Jr: Well then, you certainly can tell us. 

Mr. White: I should say, yes. The particular points of interest 
were that he didn't go to Teheran. He was not taken along. _ 

H. M. Jv: I asked the President. He wasn't with the President 
at all; just ran into him at Cairo. He was on his own trip. 

Mr. White: That was not the impression I got. ma 

H. M. Jr: I asked the President point blank. I said, “Was Mc- 
Clo with you on your trip?” He said, “Oh, no, I just happened to 
nee into him in Cairo.” And the very fact that he came in to report 


to the President yesterday confirms that. 
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Mr. White: That was not the impression I got. The information 
we got was that he went to the President to discuss some of these mone- 
tary matters which the President didn’t get to in his earlier discus- 
sions with him. But he was not at Teheran. 

H. M. Jr: He went to Europe, or went to see the President? 

Mr. White: Went to see the President to discuss French monetary 
problems which he said he did not get to with the President. One of 
the points of some importance was the establishment of a Civil Af- 
fairs Committee in London, which was supposed to have the final say 
on the operations with respect to liberated countries, and so forth. 

H. M. Jr: I had an opportunity yesterday with the President to 
do as nice a job as I have ever done on George Harrison. 

Mr. White: Well, it was very timely, from things I heard. 

Mr. Gaston: Oh, good. 

H. M. Jr: I was with the President an hour yesterday, and I 
started with °82, right down to date. I had all the time I wanted, 
and if I say it myself, I did a good job. I did a good job. 

Mr. Sullivan: That is hfe insurance Harrison. 

Mr. Gaston: Yes, among other things. 

H. M. Jr: But also the Financial Adviser to Mr. Stimson. 

Mr. Gaston: The ex-President of the Federal Reserve Bank of 
New York. 

Mr. White: What is the more specific question raised ? 

H. M. Jr: I raised it. It was on my agenda, so if and when it 
comes u 

Then he said, “Who do you want?” I said, “Lauch Currie or Jim 
Landis,” and the President said, “Well, I think Lauch Currie has 
been puttering around here long enough.” ’ 

For God’s sake, don’t repeat this. This is much more important 
than China. “He was one of my six silent men. He has got a lot of 
odd jobs. This would be a very good job for Lauch Currie. Lauch 
Currie would be fine.” 

So I said, “Well, he has all the technical training. He would work 
well with the Treasury. We could surround him with three or four 
men—we have to advise him. It would be most pleasing to the 
Treasury.” On } 

I had a chance to explain about General Hilldring's fine attitude 
toward Treasury and State, and that—this was something—the Presi- 
dent didn’t know who Hilldring was. I explained to him who he 
was—what his job was. 


I said, “If a man like Currie was in, it would be pleasing to Hill- . 


dring and tous. We could work it out.” 

“Well * he said, “it is about time Lauch had a regular job.” . 

Mr. Gaston: Is this for London? 

H. M. Jr: So don’t anybody let poor Lauch down. He thinks he 
gets twenty-one guns every time he moves from one country to 
another. 

Mr. White: That is good. Were you very specific about the Army— 
because we ought to include in that Economic Adviser to the Advisory 
Commission, because the Advisory Commission is now taking up all 
the: problems with respect to the enemy countries and France, but 
none of the other liberated countries and reparations. 


J 
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In other words, it is beginning to grow so we ought to lump the 
two together. 
-7 Are you waiting, then, to hear? 

H. M. Jr:Iam waiting for Stimson to make a move. 

Mr. White: Supposing he doesn't. p 

Mr. Gaston: It will go to the President’s desk, in any event. | 

H. M. Jr: The way it is now, Stimson certainly, having waited 
two wecks to say he is taking it up with the President, isn’t suddenly 
going to appoint somebody. 

I saw McCloy and McCloy said he would call me and come over 
to see me. If Mr. McCloy comes over, I will now say, “My. candidate, 
and my only candidate for this thing is Lauchlin Currie.” 

Mr. White: That is very good. 

H. M. Jr: It would just burn poor Lauch—Lauch has been putter- 
ing around Washington long enough.” d l 

Mr. White: Well, it is true. I wouldn't say that it is most likely 
Lauch’s fault, either. l 

H. M. Jr: But I had plenty of time. The President was keenly 
interested. 

The memoranda that you gave me were helpful. I was saturated 
with the stuff. I have been very lucky on being able to get my stories 

over to the President. 

Mr. White: In retrospect, though, that is the best way to have. 
handled it. 

But from what I have heard dropped here and there, the memoran- 
dum about what they are trying to do in London and the reparations 
would have fallen on very fertile soil, because apparently things didn't 
go too well between Churchill and the President. 

I can’t quite put my finger on it. One of the things with respect to 
this Civil Affairs, which I was leading up to, was McCloy saying that 
the Army did not want those decisions made in England—to formu- 
late a procedure in which they could have their committee, but their 
findings would be relayed back here, and then commented upon, and 
then go to the Combined Chiefs of Staff. 

That was finally satisfactory to Eden, 

H. M. Jr: Why don’t I do this, because I am getting tied up so fast; 
why don’t I have my office call him up and give hii: a choice of two 
different times tomorrow morning? 

Mr. White: For McCloy? I think it will be interesting to hear what 

in say. 
me Ea anly H. M. Jr.] Ther I won't say any more about it. _ 

There is something else that I learned that you may be interested in 


discussing with him. i 
(Mrs. Klotz enters meeting.) e 
H. M. Jr: Everybody has been uwfully talky—I haven't said a 


ord! 
w Mr. White: I am going to prove 1 now ! teh 
H M. Jr:You need an opera glass to see Harry—he’s sitting way 


over there. : PRE has contracted for 975,000 
- ited States Army has ac OP CDR 
e: The eae It is going to cost seventy-five million 


1s of flour to go to it ls going to cost seventy-five million dollars- 


s 
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And they are going to send it over in the next six months. 

H. M. Jr: Seventy-five? 

Mr. White: Seventy-five—and England has not. sent any coal ta 
Italy. She has finally refused. 1 think that situation bears looking 
into. Now, I don’t know at what point you want to hit it. i 

H. M. Jr. *Oan I interrupt you again—for the first time today? 
There dre two things that Oscar Cox is working on for me. He is 
going to give me a statement as to what things England is going to 
fae to pay for in cash, which formerly she has gotten under Lend 

ease. 

Number two, he has promised to give me in a day or so—again, at 
my sugyestion—he has enlarged the thing—if we want to use eco- 
nomic pressure on the Argentine, the things that England and our- 
selves are now buying—wheat and other things—where else we could 
get them. He believes that if we showed England where else she 
could get them, she’d stop buying. He is working on that, too. That 
all bears into this other thing. We asked him to do it on the Argen- 
tine. 

Also—this is very much in the room here—General Strong is much 
interested in the Argentine situation and that Bolivia thing, both. I 
got the President to say he'd send for Hull and Generar strong in 
the case of Bolivia, and then ask all about the Argentinians. 

Mr. White: Did you have a chance to read that fellow’s testimony ? 

H. M. Jr: Not yet, but I have started the thing. 

Mr. White: Are you going to be present at that meeting? 

H. M. Jr: I hope not, because I said to the President, “Please use 
Bolivia as an excuse, so Hull won't smell Morgenthau.” [have had so 
many things that I had to take immediate action on that I haven't 
done any reading, other than the things that have had to be done as of 
the minute. I have never been so pressed. 

Mr. White: When you get around to it, it is not hard reading. 

H. M. Jr: It is just that I haven't been able to read anything, 
because I have been so pressed. 

Mr. White: Well, do you feel you want to get in at all on this 
question of the Army continying to spend money for six months? Is 
there any ee ence at all? I don't see any responsibility for the 
Treasury, but there may be. 

H. M. Jr: Yes, on this basis: I want to get in on whether 1 feel that 
England isn't doing its share. 

Mr. White: Well, that is very true with respect to Italy, so far. 

H. M. Jr: I mean, Pd like to get in it from that angle. 

Mr. White: From that angle 1t would have to wait. 

H. M. Jr: Waita minute. Following up what I told Halifax, if we 
are going to do this thing, instead of doing it, sliding into it and 
buying seventy-five million dollars worth of wheat for the Italians 
and simply letting the English get away with 1t because we are out- 
traded, I would turn around and say, “Now, look, England, we are 
going to pay for all the wheat in Italy to help you on your sterling 
situation. Now, this is the first thing we are doing: so stop bechne 
about this sterling debt of yours. We are going fy abe TE thing a 


A you out—in other words, where we meet you in third countries.” 
ees à 
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Mr. White: Well, there is some tie-up on that. 

H. M. Jr: In other words, not slide into this thing, because they 
just outsmarted us. If we are going to do it, anyway, well, then, 
lets get some benefit out of the thing and say to England, “Look how 
wonderful we are. We are helping you out now. You have got to 
spend less sterling in the Argentine for wheat? We are spending 
dollars and sending all the wheat. This is the first thing. This is the 
beginning of a new policy to help you out.” f 

Mr. White: I am not sure how we are helping them out—you 
mean, they would otherwise have to buy the wheat from Argentina? 

H. M. Jr: They`d have to spend $37,500,000 worth of sterling in the 
Argentine for wheat, if they went fifty-fifty. A 

Mr. White: Yes, but I didn't think we were going to forego that. 
We are going to demand that in any case, because we find wheat in 
addition to that 

H. M. Jr: Let me put it this way : If, instead of letting the English 
out-trade us, with the result that we have to send all the wheat, we find 
we are going to have to do it, anyway, let’s capitalize it. 

Mr. White: I see your point, but perhaps I haven't made it clear 
that in addition to this seventy-five mìllion dollars worth of wheat we 
are also buying some in the Argentine, about which there is a differ- 
ence of opinion. 


H. M. Jr: If the United States is buying any wheat in the Argentine, 
it ought to stop today. 

Mr. White: Well, I think we better get into this, because not only 
are we buying wheat in the Argentine, but we are buying wheat in 
Canada because we were short here; and we were short here because 
we were sending wheat to Italy. Now, that is the story I got from the 
fellow who is head of the Food Board. 

H. M. Jr: You had better talk with Oscar, who is in on this. thing. 
He is red-hot and he is smart. Pq say, Oscar and Lauch. Oscar is 
making a world study as to where the United Nations can get supplies 
which they are now getting from the Argentine, from some other 
place. We are together. We are just approaching it from a little 
different line. Let's tie the whole thing wp and let some central brain 
look at the thing—or let a combination of brains look at this thing. 

Mr. White: All right. 

H. M. Jr: And I would much rather build up «the Canadian 
dollar balances, if I am reading your mind, than let it go to the 
Argentine. i de, 

Now, Oscar and I agreed that if the United States Government 
would say, “From today on, United Nations, stop buying from the 
Argentine,” overnight the Argentinian government would collapse. 
And Oscar is ready to go to town on this thing. We are not apart. 

Now, somebody ought ee you so you can get the whole picture 
F vet the benefit of these things. | P 

E n see who is doing the talking! (To Mrs. Klotz.) 

There is some bill or something on to remove the duty on wheat 
from Canada, to bring Canadian wheat and feed in, for ninety days; 
so if-you don't know about it, let Gaston or somebody tell you about 


it—the whole picture. 
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Mr. White: Now, there is one further comment. I wonder whether 
we can wind this thing up temporarily. 

H.M. Jr: So that I will stop talking? 

Mr. White: No, so that we can go forward on the subject. 

__ One of the things that you may want to do will be much simplified 
if a prior decision is made with respect to the major matter which 
is now before you to take up with the President, which I postponed 
with regard to Stettinius on the dollar balances; because if that fails, 
then there are a lot of things we can be tough on. If that is accepted, 
then we don't very much care what the others do, because it is an 
overall control. 

H. M. Jr: I didn't get to it, because frankly I forgot it. I was 
taking an hour of the man's time, and the fellow was very nice with 
me while his secretary was Standing there with his mail. But I'l 
have another chance. The fact that Stettinius is sick—I have still 
time to get in my two-bits of poison on the English dollar balances. 

Mr. White: Then what we'll do is some exploratory work to get 
some more facts without raising any questions. 

H. M. Jr: Allright. Anything else? 

Mr, White: That is all. 

Mr. Thompson: You may have noted that the President has indi- 
cated that the Department be closed two hours early on Friday— 
3:30, instead of 5:30, 

H. M. Jv: I also saw that somebody had frowned upon some of 
the departments closing for half a day Christmas. 

Mr. Thompson: Yes, there was some criticism of that. 

H. M. Jr: Who? A 

Mr. Thompson: Personnel Counsel. Mr. McReynolds, said we had 
probably violated the President's orders. 

H. M. Jr: What was done on that? : 

Mr. Thompson: “Mac” told me that he thought you were doing 
what you should do. 

H. M. Jr: And what did “Mac” do, personally ? i 

Mr. Thompson: I guess he wasn't here at all! He said he thought 
you did exactly right, but (here should be a formal order. There 
was no formal order. 

H. M. Jr: Now what do you want to do? 

Mr. Thompson: Two hours on Friday. 

H. M. Jr: On Christmas? 

Mr. Thompson: The day before Christmas. 

Mrs. Klotz: They are entitled to it. Everybody is tired. 

Mr. Gaston: 3:30 Friday. 

(The Secretary takes a private telephone call.) 
,: Mrs. Klotz: Mr. White had to leave to get ready for an eleven 
o’clock meeting. 

Mr. Thompson: You asked me about Joe Jordan, of the Personnel 
Division. 

H.M. Jr: Oh, I was just curious. 

_ Mr. Thompson: I will give you a memorandum after the first of 
the year on it. 

H.M. Jr: All right. 
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CONFERENCE IN SECRETARY’S OFFICE, DECEMBER 23, 1913, 9:30 a.m. 


Present: 
Secretary Morgenthau 
General Somervell 
General Clay 
Mr. White 


General Somervell stated that when he had been in China a couple 
of months ago he had discussed with Chinese Minister of Finance, 
Kung, a plan for obtaining 80 additional Chinese yuan as a contri- 
bution of the Chinese Government to the Allied war effort for every 
20 yuan the United States purchased at the official rate. That pro- 
cedure would enable the Army to obtain yuan at one cent each, and 
enable them to go ahead with their airport building and other pro- 
grams without paying absurd costs. General Somervell stated that 
the Army's objection to any lend-lease in reverse arrangement by 
which the Chinese would build the airports (which he said they must 
have built by April) was that if the Chinese paid the contractors they 
could not get the work done as quickly because the Chinese were very 
slow in their payments to the contractors. If they wanted best results 
they would have to pay the Chinese themselves and at present rates of 
exchange the airports would cost fantastic sums. 

The Secretary replied that Generalissimo Chiang Kai-shek had 
requested the President for-a billion dollar loan to help combat in- 
flation and for post-war reconstruction purposes, and that the Presi- 
dent had referred the matter to him (the Secretary) for comment and 
that the Secretary had submitted to him a memorandum objecting 
to such a loan being made at thistime. The Secretary handed General 
Somervell a copy of the memorandum to read. The Secretary said 
that he was aware of the needs of the Army and had spoken about the 
matter to the President and he felt that nothing should be done until 
the President had received a reply to the cable which the President 
had sent to Generalissimo Chiang Kai-shek. The Secretary said he 
appreciated the urgency of the Army's needs but thought that in 
view of the negotiations it would be better to postpone any further 
decisions or discussions for at least a week. The Secretary said he 
would let General Somervell know the moment he heard from the 
President. 


cure of the question of exchange rate and gene, the foreign ex- 


able Y E 
ud do that it would 


arrangements. 


MORGENTHAU DIARY 969 


The General agreed that they would wait until they heard from 
the Secretary inasmuch as the Secretary had indicated he would 
expect a reply in the near future. 

General Somervell also mentioned [sic] what the Treasury thought 
of Edward Acheson as a financial adviser to General Stilwell. The 
Secretary replied that he was embarrassed by having his advice 
asked after the particular persons had been.approached. He men- 
tioned the difficulty on that score that he was having with Secretary 
Stimson on the appointment of the top financial position in London 
and said that that matter would have to go to the President for settle- 
‘ment. He replied that Acheson was not, in his opinion a competently 
trained man for that job and that he would not be up to the caliber 
of British and Chinese men on the financial front that he would have 
‘to deal with. He said that we had a Treasury man, Adler, there who 
could devote some time to assisting General Stilwell but that if he 
wanted a first-rate man to be able to give General Stilwell full time 
ald that we might be able to send him Bill Taylor who had been in 
‘China and who knew the Far East and who would be able to advise 
Stilwell on all financial, monetary and economic matters. 

General Somervell and Clay both expressed concern that they had 
selected Acheson but they were afraid they had gone too far to with- 
draw easily. They said they might try to find a way out but they 
feared the arrangements had proceeded too far. They thought maybe 
they could send him and Taylor as well. The Secretary said that he 
wouldn't think of sending Taylor if Taylor would be subordinate to 
Acheson. He replied “Oh no, Acheson would be subordinate to 
Taylor.” The Secretary said under those circumstances it might be 
all right. 

General Somervell wanted to know whether General Carter had 
asked us about Taylor. I said no but even if he had I don't think we 
would have sent him because it was our thought that Stilwell wanted 
a man who knew foreign exchange who could help him in technical 
matters connected with the acquisition and use of foreign currency. 
I said if that was all there was to it I wassure Acheson could do the job 
satisfactorily at least after he had a little more experience in the field. 
I said that from General Somervell’s remarks that what Stilwell 
-wants is a financial adviser who would be able to represent him and 
advise on all economic and financial matters of policy and that he 
would have to deal with British and- Chinese: similar representatives 
then Taylor was the man he ought to have and not Acheson. 

H. D. WHITE. 


(Book 687, pp. 18, 19) 
To: Mr. Livesey 
From: Mr. White 
Will you please send the following cable to the American Embassy, 
Jhungking, China: j 
For Adler from the Secretary of the Treasury. 
“Please transmit the following message to Dr. Kung: 


“Dear Dr. Kuna: I would like to thank you again for your kind 


invitation to visit China contained in your letter of December 4 
) 


4 
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1943. Iam looking forward to the day when I will be able to visit 
your great country for which I have always had the highest esteem. 

“May I, at this time, extend my congratulations to the Chinese 
people and their Government for their continuous successful struggle 
during the past year against our common enemy and my best wishes 
that the forthcoming year will bring even greater successes. The 
American people have appreciated the difficulties under which the 
Chinese people and their Government have labored and hope that 
in the coming year it will be possible to take fundamental remedial 
measures which will overcome these difficulties. The American people 
are anxious that China be a great, strong and democratic nation and, 
as such, contribute to the postwar peace and prosperity which we 
are all striving to achieve. 

“I would like to take this occasion to congratulate you on your. 
completing ten years in office as Minister of Finance. China has 
indeed been fortunate in having in office as Minister of Finance 
during these years one who has realized the importance of proper 
financial measures during a period of protracted war. 

“May I also express my pleasure at having had so many oppor- ' 
tunities to work closely together with you and representatives of your 
Ministry during these many years. I sincerely trust that the mutual 
good will and confidence which characterizes the relations between 
your Ministry and my Department. will continue during the coming 
years. Close cooperation between your Ministry and my Department 
will be a significant. contribution toward solving the difficult postwar 
problems of financial and economic reconstruction and rehabilitation. 

“Sincerely yours, 
“HENRY MorGENTHAU, Jra, ` 


“Secretary of the Treasury.” 
ISF/efs 12/27/43 


(Book 687, pp. 101, 104) 


(Copy) e 
Strictly confidential. 


Lerrer From ADLER Darep December 30, 1943 


The most interesting recent development here is the story that a 
number of younger Army officers have been attempting to organize 
a movement to displace the people “close” to the Gimo, that is both 
higher Army officers and non-military politicians. One of the leaders 
of this movement which was gaining considerable support as a result 
of the corruption rife in upper Army circles was arrestedlafter his 
return from India where apparently he was enlisting support among 
the Chinese Army officers there and may have been shot by now. The 


: inci flects the increasing 

7g story is very hush-hush. The incident refi g 
apoa a P to which I called attention in my last letter to 
Dr. White. Should such a movement gather headway it might easily 
fend to a 1944 equivalent of the Sian episode—mutatis, mutandis of 
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course. As it is there are recurrent rumors that Chen Cheng is to 
replace Ho Ying-chin as Minister of War, which in itself would be a 
partial concession to existing Army discontents; this change would 
constitute a slight step forward for obvious reasons. 

Did you get my report on the Gimo’s book on “Chinese Economics” 
which I did for the Embassy several months ago? The Embassy told 
me a copy would be forwarded to the Treasury, but in view of the 
tardiness with which Washington departments release material to other 
Government agencies it is always safest to check up. The new edition 
of “China's Destiny” specially revised to be less offensive to foreigners 
will be published in the next day or two and I shall send along a re- 
view as soon as possible. Incidentally you will be interested to hear 
that the B.E.W. gets a fair amount of material on financial conditions 
in occupied territory which there is every reason the Treasury should 
receive. The best thing to do is to get in touch not with Agnes Roman 
who is something of a nincompoop but with the person in B.E.W. who 
is in charge of enemy areas; another useful source of information is 
the radio intercepts of Japanese commercial firms released in mimeo- 
graph form to various Government departments in Washington by 
the O.W.L I hope to have access to all the available material in 
Chungking in preparing the survey of conditions in 1943 to which 1 
alluded in my last letter. 

The British have not yet given the Chinese notice to terminate the 
1941 Agreement. Thomas believes that they will do so at the end of 
1943 or at the beginning of 1944, and I hope he's right, as it would be 
a nuisance if 1 cannot hand in my resignation as of January 31, 1944. 
According to Thomas the British are keeping you informed in Wash- 
ington; it would be appreciated if you could let me know what is going 
on. Am enclosing an item from the Bank of China Bulletin contain- 
ing the regulations governing the granting of foreign exchange by 
the Exchange Control Commission. , 

By the way, could you let me know what the Chinese official bal- 
ances in the U.S. are now? They should be pretty substantial what 
with the heavy expenditures by our Army not to mention the remit- 
tances by overseas Chinese, and by missionary and philanthropic 
agencies. It occurred to me that in view of the lack of cooperation 
on the part of the Chinese in the matter of U.S. disbursements in 
China, 1t might be desirable to request the Chinese to pay for mate- 
rial which would otherwise be lend-leased to them once their offi- 
cial balances exceeded a certain level. In any case it is necessary for us 
to maintain and increase the pressure on them to come to some more 
reasonable arrangement in connection with our expenditures here; as 
you must know the Embassy and other Government agencies here are 
receiving U.S. currency which they are selling on the black market 
to finance current needs, but this is only a stopgap and doesn’t affect 
the bulk of our expenditures here. Incidentally it makes G.L. 75 u 
dead letter. Rethe black market, China must be one of the few places 
— if not the only place—in the world where a sterling area currency is 
at a premium over the US$; rupees are now selling in Kunming at 

Se £ 
US40 cents per rupee. The reasons are firstly, that there is a more 
plentiful and regular supply of U.S. currency than of rupees and sec- 
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ondly, that rupees can be put to immediate use in smuggling goods 
m from India. As soon as the situation with respect to the Board is 
cleared up I should like to spend a week in Kunming to look into the 
general economic situation there, to pick up some dope about our 
Army expenditures, and to investigate the gold and black markets. 
There are lots of ugly stories about sqúeeze and inefficiency on the 
Chinese side in the handling of our Army contracts; in some cases the 
labor was conscripted without being paid, the contractars using the 
excuse that the U.S. Army refused to pay Chinese labor. It is easy 
to see how such incidents would create anti-American feeling. In 
other cases the squeeze is reported to have amounted to 50%, so that 
what with the official exchange rate grotesquely undervaluing the dol- 
lar and other waste incidental to getting work done in present condi- 
tions we were paying at least 10 times more than we should have done. 
One of the troubles is the Army Service of Supply Officers who are 
put in charge of construction work are often completely ignorant of 
conditions here. Could you let me know if the Treasury is interested 
in this sort of thing? If so, I could very profitably spend a week in 
Kunming, a week in Kweilin, and perhaps another week in places like 
Hengyang collecting the actual facts. They would of course still 
further strengthen the case both for Reverse Lend-Lease and for ad- 
justment enabling us to acquire fapi at a more reasonable rate, though 
the case is already overwhelming. 

I have reason to believe that the Gimo is still pressing for a further 
loan to China and am afraid that the President's Christmas Eve speech 
will serve to encourage him. There is absolutely iio case for Such a 
loan which would be misplaced generosity of the worst kind. Again 
if there have been any further developments in this connection I 
should appreciate being informed. 

Have you heard that Kung has instructed the National Resources 
Commission to approach the FEA about the possibility of selling 
tungsten in excliange for gold? The Chinese Government seems to 
be badly bitten with the auri sacra fames. . 

Is it true that the monetary conference is to take place fairly soon? 

If so it is to be hoped that the Chinese will have a stronger delegation 
than they had at the preliminary discussions and that they will in- 
clude people like Dr. Chi. There is a rumor that Hsi Te-mou may 
come back to become General Manager of the Central Bank as the 
job is proving too much for K. K. Kwok who would become Head 
of the Bank's Foreign Exchange Department. It is also rumored that 
T. V. will be replaced by Dr. Wang Chung-wei as Foreign Minister. 
Apparently the family quarrel was pretty bitter, for T. V. did not 
even receive the customary felicitations from the other side of the 
family on his 50th birthday a few weeks ago. 


Yours sincerely, a dle oe 


P.S.—The story reported in the first paragraph has been corrob- 
orated. Apparently the movement had quite wide ramifications in- 
aula 10 classes of the Army college and De people in pe Ging 5 

iy ee ee jectiv to enlist the support o 

‘sonal entourage. Its objective was n pe ' 

Divisional Commanders and then the organize a coup d'e-tat [sic]. 


The plot was discovered in India. 
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(Paraphrase of telegram received) 


From: American Embassy, Chungking. 
To: Secretary of State, Washington. 
Dated: December 30, 1943. 

No. 2514. 


Reference is made herein to our message of December 22, no. 2478. 

1. On December 29, in pursuance of Chiang’s request, and by ap- 
pointment, I interviewed Kung. Atcheson accompanied me. It was 
mentioned to Kung that we had discussed with Generalissimo the 
question of reverse Lend-Lease and that I see Kung again on this 
matter was requested by him. Any comment or proposal Kung might 
wish to make, I stated, I would be glad to communicate to the Depart- 
ment. 

It was indicated by Kung that the Chinese Government was sur- 
prised the American Government had not shown immediate favor- 
able reaction to suggestion by Foreign Office that May 15 draft of 
reverse Lend-Lease agreement now be signed at Chungking (see our 
2404, December 14), as draft had been proposed by the American Gov- 
ernment, had been studied by Chinese Government which had dropped 
its suggested changes, and the Chinese Government had agreed to it. 
Tt was stated by me that we had not yet received instructions and the 
place of signing was, of course, immaterial. It was suggested by 
Atcheson that the draft had been proposed many months ago and 
since that time General Spmervell had come here with his proposal in 
regard to U.S. Army expenditures and there had come up for discus- 
sion various related questions. Whether the Chinese Government had 
any plans, to implement reverse Lend-Lease agreement was an inquiry 
put by me, 

In vague terms Kung replied that China’s vital economic problem 
was maintenance of the currency, mentioning that Japan was waging 
economic as well as military warfare on China and he said that every- 
thing would collapse if the currency did not stand up. Accordingly, 
he stated that he had proposet to the Chinese Government that Amer: 
ican Army expenditures here be matched dollar by dollar with some 
of such expenditures matched by two dollars, and that the Chinese 
Government approved was indicated. (Of course, he referred to Chi- 
nese dollars). He confirmed, in response to inquiry, that such proposal 
involves provision of Chinese currency in ratio equivalent to ex- 
change rate of 40 to 60 to 1. It was stated by him that Chinese cur- 
rency so provided would of course be credited to Chinese reverse Lend- 
Lease account (assumably at 20 to 1 for currency provided over and 
above the official rate of 20 to 1). A letter to him from the President, 
dated November 26, was shown to us which he thoueht had been writ- 
ten in Cairo and mailed in Washington (mentioning that Generalissi- 
mo and Mme. Chiang had approached the President in regard to the 
question of inflation in China and that the President had made some 
suggestion to them which he contemplated discussing with Treasury. 
The President well understood China’s difficulties, Kung said, and I 


-mer 
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replied that we endeavored to keep him and our government in gen- 
eral fully informed of developments as they occurred. 

We Were in no position to make comment ofher than that outlined 
above, in light of Department’s 1841, December 22, and I merely 
stated that I would let Kung know as soon as instructions were re- 
ceived. Throughout the conference, Kung was most cordial and 
affable. j j 

2. General Hearn has informed us that an army “financial adviser 
named Atcheson” is shortly coming here and that accordingly “things 
will soon begin to happen,” in connection with this matter. It is 
stated by the local representative of the Chase National Bank that 
he has been instructed to remain in Chungking until arrival of Pro- 
fessor Edward Atcheson and has asked for information as to prospec- 
tive dates thereof and as we have not been advised this was of course 
information which we could not furnish. If Professor Atcheson is 
being sent here by the (*) for the purpose indicated by Hearn, it is 
our hope that he will have full authority to speak for all concerned 
agencies and thus tend to resolve the deplorable confusion of this mat- 
ter which has been the result of the incoordinated approaches made 
by representatives of the various departments interested. 


Gauss. 
eh: copy 


1-3-44 


(Book 687, pp. 114-122) 


December 31, 1943. 
9:15 a.m. 
Re: British Dollar Balances 
Present: Mr. White 


H. M. Jr: Just you and I—nobody else. 

Mr, White: Anybody is available. I didn’t know what you wanted.. 
They haven’t been working on this. . 

We have two documents, one which is a draft of what Crowley’s 
shop did and they just gave me last night. I have called them up’ 
severa] times. This is it. (Draft dated 12/30/43, copy attached, 
handed to the Secretary.) : afite X 

They may have something better this morning. This is what they 
had last night with this simple introduction. 

H. M. Jr: This is Crowley? 

Mr. White: Yes. pie paad 

H.M. Jr: (Reading) “We would only be justified on the ground of 
financial stringency.” What does that mean ? 

Mr. White: On the ground—if they badly need the money: 

H. M. Jr: I love the pickles! | 

Mr. White: Some candy there, isn’t there? 


* Apparent omission. 
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H.M. Jr: British dollar position is likely to prove [sic] still further 
consequent on increased troop expenditures. Doesn't sound like 
English to me. “Prove still further consequent on increased troop 
expenditures.” 

Mr. White : Consequent upon. 

H. M. Jr: “To” but not “on.” 

Mr. White: “Consequent upon.” Consequent to would mean a little 
ditferent. 

I think it is a very clumsy thing. They did that ina hurry. They 
were working and trying to get the list. Every time I called them Re 
said, “The records are in such terrible shape it is unbelievable.” 

I don’t know what those fellows are doing over in Lend Lease. His 
difficulty is—they make it out to be—to get ordinary lists of this 
character. e 

H. M. Jr: They must have thousands of people. 

Mr. White: Every time the subject comes up, which is not less than 
a half a dozen times in the last week, Currie has expostulated on the 
poor records which are available, and the difficulty of getting the kind 
of information they want. 

H. M. Jr: The Treasury might be asked to get up an estimate of the 
likely increase in the rate, and so forth. 

Mr. White: We have the last estimate which the Army has supplied 
us. It shows some substantial increase—not as much as I would have 
assumed, but it is their estimate. The twelfth of November—they 
may have a later estimate. * Going to spend on balance about three 
hundred million in the British Isles aud North Africa alone, next 

ear. 
, H. M. Jr: This is an awfully clumsy piece of work, Harry. 

Mr. White: Yes. : k 

H. M. Jr: The President will never get this thing this way. 

(The Secretary asks for Mr. Crowley over the phone.) 

Mr. White: They are supposed to be coming with a more finished 
draft. They were working last night. 

H.M Jr: I will try to get them over here a little ahead of time. 

Mr. White: He is coming at ten. 

H. M. Jr: So are the others. 

Mr. White: I prefer our draft, which is much better for the record. 

H. M. Jr: Where is yours? 

Mr. White: But it is a different approach. That is the data which 
they are going to supply—we can slip it in and add on. But I 
think this is better for the record than theirs, if you want to have 
something for the record. We trimmed it down a bit from the last 
time you saw it. (Mr. White hands the Secretary “Memorandum 
for the President,” attached.) ‘ 

(The Secretary had a telephone conversation with Mr. Crowley 
as follows:) f 


DECEMBER 31, 1943. 


DR. 
H. M. Jr: Hello. eee 
Operator: Mr. Crowley. 
H. M. Jr: Hello. 
Operator: Go ahead. 
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H. M. Jr: Leo? 

Leo Crowley: Hello. Yes, good morning. A 

H. M. Jr: Good morning. Could you get over here a little bit 
before ten ? i 

C: Yeah. TIl be over about—when do you want—about ten min- 
utes of ? 

H. M. Jr: Well, a quarter 

C: Or a quarter? 

H. M. Jr: A quarter would suit me better because I don’t—if you 
don’t mind—this memorandum which was—Harry’s just handed me, 
I don’t like it. 

C: I'll be over at a quarter of ten. 

H. M. Jr: Thank you. 

[Staff meeting resumed.] . 

H. M. Jr: This thing in “3°—* * * * but the State Department 

and Lend Tease Administration were reluctant to recommend such a 
step—” Well, * * *. The President issues such a directive. 
I wouldn't say that the State Department and Lend Lease were re- 
luctant to recommend, but reluctant to carry out. 

Mr. White: They thought they could reach the objective by an- 
other approach. That was their idea. 

H. M. Jr: Well, do you mind making a note? 

Mr. White: They say we ought to try the other approach first, that 
they can get it by Lend Lease in Reverse. 

H. M. Jr: All right. I don’t say I want to use this, but if you are 
going to say “ * * * were reluctant to carry out the President's di- 
rective”—I am going to have to sig. this, am I not? I want to put 
it that way. I don't want all these weasel words in here. You can 
put in the rest—“until” or “in the absence,” then go on “ * * * in the 
absence of exhaustive—” and sc forth, you see, Harry ? 

Mr. White: Well 

H. M. Jr: It wasn’t up to them to recommend. The President's 
directive 

Mr. White: That we obtain a certain objective. It was up to the 
Committee to decide which wonld be the way. We said that way 
wouldn't bring results. They said it would. We wanted them to 
cut down on the—— 

H. M. Jr: I would say, “In view of the fact that almost a year has 
passed since you signed this directive, we feel that we would be negli- 
gent in our duty if we did not formally bring to your attention the 
fact that—” then go on. “We are disappointed with progress made 
to date”—see? p : E 

Mr. White: That sentence would be all right—the earlier one. We 
put the British argument in to show the President that we are familiar 
with what they said, because Churchill will have told him most of 
that. 

H. M. Jr: From the bottom of the page. f ' 

Mr. White: We thought we would add some more items ville I 
just got last night. In fact, I didn’t get them until they sent it about 


a ’ last night. 
on opo ma E vis much better, except that 1 would expand that. 
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Mr. White: That is what I thought I would get from that. T told 
them exactly what you had told me with respect to getting a list of 
specific items and they said they were working on them, and this is 
the first thing I have seen. 

H. M. Jr: You have been living with this and I haven't. Does this 
carry out the point that 1 wanted; namely, that we would first exhaust 
all possibilities of cutting down on certain things? We don’t go over 
the President's head and say it has got to be down to a billion ? 

Mr. White: Then 1 think you may want to cut out the last sentence. 
I put that specially on a separate page. 

H. M. Jr: No, thatisall right. 

Mr. White: That implies 1f that isn’t enough—that implies you are 
shooting at a dollar mark, because you are saying you are going to cut 
out the doubtful things, and if that doesn’t do the trick you are going 
to re-examine it. You can leave it off if you like, but for the record, 
I would very much like to see it in. 

H. M. Jr: That is all right. As.I remember the earlier thing, it 
gets away. 

Mr. White: It was the second provision of the earlier draft that 
you may remember Acheson objected to strenuously. He said he 
wouldn't mind the first, but he wanted the second provision out. That 
is out now and replaced with that last sentence. It still implies, how- 
ever, that the figure is important, and is distinct from Crowley’s ap- 
proach, which is merely one of items. 

I would put it this way: If this is what you are going to do, I don't 
see any use of bringing it up to the President—go ahead and do it. 

(Referring to Mr. White’s memorandum.) 4 

I think it is necessary to re-establish the record and have the Presi- 
dent re-examine his own directive and indicate the approach that he 
wants you totake. _ 

It would seem to me it is necessary to go into that number of items. 

H. M. Jr: This doesn’t say reduce it to a billion, does it ? 

Mr. White: Not Senha lye It says we have to bring it down with- 
in the range of your directive. 

Now, you can even change that one phrase if you feel a little hap- 
pier about it. ` 

H. M. Jr: I think I would leave that last thing out. It sort of 
sticks out. I would leave off page four. 

Mr. White: That is simpler. 

H. M. Jr: That is all right. Just expand this list at the bottom 
of Page 3. 

Mr. White. If they don't want something like that, I don’t see why 
you are troubling the President about this—unless the President wor- 
ries them after they start doing it. 

(Over the phone to Fitzgerald.) 

H. M. Jr: Find out from the White House—Miss Barrows. Sup- 
posedly we had an appointment with the President this morning 
paje you hear. let me kogy will you? j 

r. rite: Currie said he didn’t think ‘esi ; 
_ you today because he has a bad cold. A escala ess 
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H. M. Jr: I know; I am trying to find out. If he isn't it makes a 
difference. ' 

Mr. White: It is an interesting thing about this letter to Hull from 
the Chinese Ambassador that you asked me about. 

H. M. Jr: I haven't read it yet. q 

Mr. White: Well, it indicates, among other things, that apparently 
the Ambassador was not informed about the request for a loan and 
the President's answer. But an equally interesting thing 'is—I got a 
letter from Adler—he writes pretty freely—I am having it typed be- 
eause I think it is of interest to you. In it he says that you may know 
that the Generalissimo asked the President for a billion-dollar loan 
and was turned down, and Adler’s letter was dated before the Am- 
bassador's letter. The Ambassador is complaining that he isn't in- 
formed of anything that is happening. OE ae 

H. M. Jr: It isn’t up to us. In the first place, we didn't get the 
Ambassador’s thing until I asked for it. We didn’t know it existed. 
It came out by accident. I gave Hull a copy of what I gave the 
President. ‘ 

Mr. White: May I read this one line. “It is unfortunate that the 
Embassy is not kept fully advised of the developments recurring be- 

tween the United States and China.” 

H. M. Jr: Every place you go you hear the same thing, that they 
don’t keep them informed. 

Mr. White: This letter from Adler is very interesting and quite 
important, I think. 

(The Secretary rings for Miss Chauncey.) 

H. M. Jr: It did go, didn’t it? 

Miss Chauncey: Yes, sir; you dictated a letter in Mr. White's ab- 
sence. Bernstein handled it for you. Here is your letter. (Refers to 
letter of December 20, 1943, from the Secretary to My. Hull.) 

H. M. Jr: Wait just one second. .Thank you, Miss Chauncey. 
(Miss Chauncey left the conference.) 

I will check up and find out whether that thing went, Harry. I 
mean, whether the President sent mine and whether there is an 
answer. . 

Mr. White: The curious thing is that--how could Adler have found 
out that the President turned the Generalissimo down on a billion- 
dollar loan at Cairo? 

H. M. Jr: Well, it is like that other gossip. At Teheran somebody 
said what they said, and so forth. Maybe the President did. He 
didn’t give me that indication. ; i 

Mr. White: That is surprising, because Adler said, “I heard it 
gossiped, or rumored,” but then he said, “You probably know that. 

H. M. Jr: This doesn't check because the President was so keen— 
he saw me the first day he got back. He said, “I'have seen Morgen- 
thau: I will have an answer for you immediately.” He had seen me 

and then he was going to send my message, which would put the 
¿onus-on me. 
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DECEMBER 31, 1943. 
12:15 p.m. 
j Cuina Loans F 

Present: Mr. Bernstein 


H. M. Jr: I will lend you my copy, anyway. This is from Mr. 
Hull, December 29, on China. But the thing I want you to check 
up on is this question of supplying our troops, the point they make 
Bele, yet see. Don't we send in all the food? Are they living off 

Mr. Bernstein: They must be living considerably off China, because 
there are no facilities for bringing in food except by air. 

H. M. Jr: You havn't seen this thing? 

Mr. Bernstein: Unless this is the cable you meant that Secretary 
Hull told you about from Gauss that day. 

H. M. Jr: This is another one. 

Mr. Bernstein: I haven't seen it then. 

H. M. Jr: Aren’t you doing China? 

Mr. Bernstein: No, sir, Friedman does China. 

H. M. Jr: Well, look, read this thing. I would like when I come 
back this afterneon—I don't think it is going to take a great deal 
just to say this matter is in the President’s hands. Until he hears or 
advises me, there isn't anything I can do. 

But they raise questions there I want to have answered, you see, 
categorically for me, like the Chinese living off—the American Army 
living off China. Generalissimo and his wife got pretty dirty in 
their talk. They say, for instance, they can't sell any gold, and all 
that kind of business. 

Anyway, you read it, and sometime this afternoon you see that you 
and White get in to see me, will you? 

Mr. Bernstein: Yes, sir. - 


(Book 687, pp. 177-179) 


DECEMBER 31, 1943. 
3:46 p.m. 

HM Jr: Hello. 

Operator: General Strong is attending a meeting over here in 
Washington somewhere and she says it will be sometime between five 
and six before he gets back to his office. 

HM Jr: Let me talk to one of his assistants. 

Operator: Yes, I have his secretary on. 

HM Jr: Al right. 

Operator: Go ahead. 

HM Jr: Hello. Hello. 

General Strong’s Secretary: Hello. 

HM Jr: Who is this? 

L: This is Mrs. Lochte, secretary to General Strong. 

HM Jr: Oh. Is one of General Strong’s aides there? 

L: Yes, Colonel Towson is here. 
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HM Jr: He’d be fine. 
L: AM right,sir. Just a moment, please. 
Colonel Towson: Colonel Towson, Mr. Secretary. 

HM Jr: Hello, Towson. 

T: Yes, sir. Good afternoon, sir. ; 

HM Jr: Towson, look, would you tell General Strong that we're 
having considerable troubles in China ? 

T: Yes, sir. 

HM Jr: And 

T: Yes, sir. à 

HM Jr: And General Somervell is particularly interested. 

T: Yes, sir. A 

HM Jr: On account of his troubles in getting the work done, and 
has appealed to me for help and right now it's—were wait—there’s 
an exchange of information going on between the President and Gen- 
eral Chiang Kai-shek himself, see? 

T: Yes, sir. y 

HM Jr: But anything that the Army would have for me on the in- 
flationary situation, or anything they can pick up on—along our line, 
you know what it is. 

T: Surely. 

HM Jr: See? 

T: That's right. 

HM Jr: And they—do you get the State Department cables on that ? 

T: We have our own liaison officer over there, sir. He picks out 
cables of military interest. Generally I—he wouldn't have those, but 
he has access to them.» We can 

HM Jr: Well, I think he ought to read Ambassador Gauss’ file for 
the month of December, that has to do with inflation and loans. 

: Yes, sir. 
- HM Jr: Ifhe has access to that. 

T: Allright, sir. 

HM Jr: And then he would be brought up to date and then if they 
could keep me up to date, and as J say, this is of tremendous interest to 
General Somervell. o 

- T: Yes.sir. I’m sure itis. 

HM Jr: And so, anything you can do to help me on background 
and—and at the military end—I mean, just how weak-kneed they are 
just now about fighting—all that sort of thing. 

T: Yes, sir. 

HM Jr: Do you see what I mean? La 

T: I'm sure the General will be delighted to do it, sir, and I'l] get 
word to him just assoon as he comes back. ; 

HM Jr: I mean, General Somervell thought it was important 

enough to come over and see me himself about it. 

T: Yes, sir. 

HM Jr: And the President is interested and so forth. And that 

last letter I got on the Argentine, I told Pehle to contact you. 
T: Yes, sir. He's already telephoned me. _ 
HM Jr: He said he thought you had writtenitanyway. 


about a loan and inflation and all that sort of thing. 
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T: (Laughs) Well, I had something to do with it, sir. 
-HM Jr: All right. Well, you know what I want on China? 
T: Yes, Mr. Secretary, I'll get after it right away, sir. 
HM Jr: Thank you. 
T: Yes, sir. 
HM Jr: Bye. 
T: Good bye, sir. 


(Book 687, pp. 204-209) 


DEPARTMENT OF STATE, 
‘Washington, December 29, 1943. 
Strictly Confidential 


MyDear MR. SECRETARY : There isenclosed for your confidential in- 
formation and consideration w paraphrase of a secret telegram of 
December 23, 1943, from the American Embassy at Chungking in re- 
gard to a conversation which Ambassador Gauss had with President 
Chiang Kai-shek on December 22 on the subject of China's critical 
economic position. 

I shall be glad to receive any comments that you may care to make 
concerning the contents of the enclosed telegram. 

Sincerely yours, 
CorneLL Hutt. 

Enclosure: Paraphrase of telegram. 

The Honorable Henry MORGANTHAU, Jr., 
Secretary of the Treasury. 


Strictly Confidential 


(Paraphrase) 


A secret telegram of December 23, 1943 from the American Em- 
bassy at Chungking reads substantially as follows: 

I called last evening in company with Atcheson upon President 
and Madame Chiang at theiy request. The only other person present 
was Wang Chung Hui who had been with :hem at Cairo. In reply 
to Chiang’s question, which he asked signiricantly, whether I had 
received any telegrams recently I said none of importance. The 
Generalissimo then asked my opinion of the situation in China, es- 
pecially economic developments, and he observed that he would wel- 
come any advice that 1 might offer and hear any plan I might 
suggest. 

In referring to the seriousness of economic conditions, he reiterated 
his suggestion that I put forward any plan for amelioration. He 
then went on to say that in his country the coming year would be 
most crucial and that the faith of the Chinese people in China’s 
national currency had so far prevented an economic collapse. Chiang 
said that it was essential that there be an early reopening of the 
Burma Road for so long as this road remains unopened the desperate 
economic situation of China renders it essential to support the value 
of the currency of China and maintain the rate of exchange. 
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In reply to Chiang's question as to whether I have studied the 
problem of the financial difficulties of China, I said that we try to 
keep up with the financial situation in the light of whatever infor- 
mation is available and that from the American point of view one 
aspect which has lately been causing me much concern is the effect 
which the rate of exchange is having on the expenditures by the 
American Government for the American military forces with which 
China is being assisted; those expenditures are now attaining high 
figures and when converted at the artificial rate of exchange are 
costing the American Government twenty million dollars and over 
a month in American currency, which, while benefitting China by 
accumulating a currency reserve in the United States, make for ex- 
penditures by the United States eight to ten times as great as we 
would have to spend in the United States or elsewhere for services 
and facilities of a comparable character such as advance airbase 
facilities which our forces urgently require. I expressed my concern 
that as this became known in our country it might cause serious 
criticism that the American Government and Army are being ex- 
ploited and that such criticism would operate to the injury of China 

as well as of our war effort in China. 
The Generalissimo firmly affirmed that the exchange rate for Chi- 
nese currency cannot be altered. I replied that I entirely understood 
his position on that point. I suggested however that there might be 
adopted without involving a change in the exchange rate other pro- 
posals toward a solution of the problem, such as reverse Lend-Lease, 
or the proposal that the Secretary of the Treasury had made to Dr. 
Kung regarding the sale of gold. Madame Chiang observed that as 
there was no market for gold, the efforts of the Chinese Government 
to sell gold had proved a failure. The Generalissimo affirmed that 
he had given study to the question of reverse Lend-Lense, that the 
whole financial situation had been causing Kung and himself much 
anxiety, that it is not possible to change the exchange rate and that 
support must be given to the value of Chinese currency. He asked 
that I see Dr. Kung again and just before leaving the room in the 
way that is his custom requested with a manifestation of some 
exasperation and emphasis that I makg it known to our Treasury 
and military authorities that both the economic and military col- 
lapse of China would result from a failure to support the currency 
of China. ] i 
` Madame Chiang indicated during the course of the conversation 
that the President had been made acquainted at Cairo with the Gen- 
eralissimo's views on the seriousness of the situation. After Chiang 
had left she expressed herself emphatically in regard to China's eco- 
nomic difficulties and remarked with some bitterness that about 200 
Chinese dollars were being paid by China for the maintenance of 

ery American soldier in China. She indicated that as our forces 
Ae ted the cost would become intolerable and added that it 
cal ge ore and more impossible to find sufficient pigs, chickens, 
is becoming m € 1 the American troops (needed to supplement the 
and cattle to TEA which we ourselves bring in). She said that it 
amounts of Supp t sufficient backing be accorded Chinese currency. 


T ae 
was imperative tnā 
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Two.* It is my belief that last evening's stage was set for soliciting 
the support of the Department of State for request of an additional 
American loan and that such a request was not put forward because of 
the diversion made to the subject of our expenditures for military pur- 
poses. On December 20 1 was informed by Stilwell that a billion 
dollar loan had been requested by Chiang and that an answer was 
expected by Chiang that day. That he told me and no more. I as- 
sume that the request was made through military channels and in con- 
nection with military talks. 

It is unfortunate that the Embassy is not kept fully advised of 
cebu recurring in relations between the United States and 

nna. 

In my recent telegram there was carefully set forth the Embassy's 
view in regard to a further loan to China at this time. It is my firm 
` opinion that we should take a firm stand at this time on this ques- 
tion. In regard to military plans for a Burma campaign calculated 
to restore overland transportation to China, believed by experts here 
to be the only possible measure for bettering the abnormal economic 
situation, I have no information. Iam ready to believe that although 
the foreign exchange rate is not of concern to the masses of the people, 
hoarders and speculators would avail themselves of any substantial 
change in that rate to accelerate rising prices still further. 

Nothing substantial has actually been done by the Chinese Govern- 
ment to find and deal with these speculators and hoarders. Neverthe- 
less, I am of the opinion that China possesses substantial reserves of 
U.S. currency at this time and there might be taken, without reference 
to exchange rate as such, probably within the framework of the sale 
of gold and reverse Lend-Lease, reasonable measures to cope with the 
situation affecting our military expenditures in China. 

Although I do not pretend to pass judgment in matters of a military 
character, I should stress what we have repeatedly reported_pre- 
viously, namely, that economic and military conditions in China 
are deteriorating so fast that, in order to prevent collapse of China 
in due course, military measures to restore the Burma Road and re- 
open land transportation to China are imperative at an early date. 
The economic situation in China will not be helped by a loan from the 
United States at this juncture. It can only be helped by successful 
military operations on an extensive scale. 


(Book 688-I, pp. 179-189) 
DEcEMBER 6, 1943. 


9:33 a.m. 
Operator: Hello. Hello. (Pause.) Hello. Hello. 
Herbert Gaston: Hello. 
Operator: Hello. 
G: Yes. 
` Operator: Mr. White? 
G: This is Mr.—This is Mr. Gaston. 


*Diary copy does not show a “One.” 
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Operator: Mr. Gaston, hold on just a moment. 
HM Jr: Hello. 

Operator: Go ahead. 

G: Yes. 

HM Jr: Herbert? 

G: Yes. s 
= HM Jr: You are not familiar with what I’m going to talk about 
but I EON you to get familiar. 

: Yes. i 

H.M. Jr: And if you don’t mind, I think I ought to talk to Paul 
about this. 

G: Right. He’s right here. 

Randolph Paul: Hello. 

HM Jr: Paul? 

P: Yeah. 

HM Jr: Good morning, 

P: Good moring. 

HM Jr: I got that letter addressed to Hull and I’ve read it care- 
fully. Of course, it’s a little difficult for me because I’m getting it, 
I think, for the first time, and I can’t help but think that the Ques- 
tions One and Two that you put up to him is done in a sort of peremp- 
tory manner. 

P: Well, you think it ought to be softened, then ? 

HM Jr: Well, no, I—either soften it, or I’ve got another suggestion 
and that is: simply ask him to transmit our cable to Hoffman. 

P: Yeah. 

HM Jr: And let's get the facts from Hoffman and that might start 
up something. And then we could write a letter later, maybe. 

P: All right. 

HM Jr: After all, we can be as curt as we want to to Hoffman. 

P: Yeah. 

e r E And everybody in the State Department will read it—— 

: Yeah. 

HM Jr: and then we'll get an answer from Hoffman and then 
we'll know more where we are at. 

P: Just a minute. Harry White was making—uh—you are talking 
now about the very ending of the letter? 

HM Jr: Just a moment, please. Wait a minute. 

P: (Aside: Huve you got a copy of that letter?) 

HM Jr: Wait a minute; I’m talking about on page 2, where it 
says “One and Two.” À 

P: Yeah. Well, the body of the letter—you think all the facts 

stated in the letter is—are all right? 
HM Jr: Yeah. l e 

P: But you just want to end on a different tone? _ 

HM Jr: Yeah. I think it is—I mean it’s pretty—it's pretty de- 
ng. 
TORRE Well, all right. We can dothat. | 
HM Jr: I mean, what would you think of just sending the cable to 
2 
array says he thinks that will be all right. (Aside: What do 
ou think Lux?) (Pause.) 
F HM Jr: You fellows—— 
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P: Wecan—we can 

HM Jr: think it—and that doesn't call for any letter. 

P: Well, that was the point Joe DuBois just made—that we can 
communicate directly with Hoffman. We don’t—and wait and write 
Hull after we hear from him. 

HM Jr: That's what—that was what I was trying to get over. 

P: Yeah. Well, we can do that. 

HM Jr: That was the point I was trying to make. 

P: Yeah. 

HM Jr: And we communicate directly with Hoffman and I don’t 
care how—I mean 

P: You don’t care how strong that is? 

HM Jr: No. And then we get an answer and then we know more 
about what we are talking about. 

P: Well, what do you—(Aside: What do you fellows think of 
that?) Let me ask this group what they think of that. (Discussion 
aside.) They make a point that by that procedure, we are asking our 
man to, in a way, to investigate State Department men and to ask 
him what are these political considerations that intervene. 

HM Jr: Well, what—there's no harm—I have no objection to just a 
little note to Mr. Hull. 

P: Yeah. 

HM Jr: “My dear Cordell: I mean so that Bell can sign it but 
Bell could do it this way: “By direction of Secretary Morgenthau, 
I am asking you please to transmit the following cable to Mr. Hott- 
man.? 

P: Well, we can cable Hoffman ourselves. 

HM Jr: Oh, no, no, no, no. 1 want it to go to Hull so that Hull 
will see it. I don't want to have him say, “Well, that never 
P: Oh, Isee. That's an indirect way of getting the facts to Hull. 

HM Jr: It gets the facts to Hull and Hull can say, “Now, wait a 


minute. What right has Morgenthau got to investigate——” Or, 
“That’s all right.” 

P: Yeah. 

HM Jr: At least it brings—it rubs his nose in it. 

P: Yeah. 


o 

HM Jr: You know, it's like the story that Henry, my boy, told me. 
His men didn’t have enough to eat 

P: Yeah. 

HM Jr: ——on maneuvers. 

P: Yeah. 

HM Jr: So, he went into his Colonel’s tent and addressed himself 
to the Major, with the Colonel lying on the bed ten feet away, and he 
said at the top of his lungs, he complained bitterly to the Major be- 
cause his men didn’t have anything to eat, whereupon the Colonel 


got up from the bed and said, “What the hell is all this? I want to 
hear about this.” 


P: Yeah. 
HM Jr: And he investigated it. 
P: Yeah. 
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HM Jr: Well 
P: Well, let us—let us formulate some different procedure and call 
you about it during the day. F 
HM Jr: Well, no, let me leave it this way: If you men feel that this 
is all right, see? 
P: Yeuh. pA ; 
HM Jr: Just a little letter, and I want to put it in so that it takes 
the—how shall I say ?—so that Bell 
P: I see. y 
HM Jr: doesn't have to take it upon—he can simply say he's 
sending it “by direction.” 
P: Yeah. ' 
HM Jr: Ask Hull to transmit this cable to Hoffman. Now if you 
think it’s all right, let her go. 
P: Al right. 
HM Jr: If you don't, I’ll be on the phone between four and five. 
P: Uh—just a minute. (Pause) (Aside: With whom?) How about 
a sentence at the end in addition to what you’ve just said ?—“You 
may also wish to communicate with Wiley on this matter—or with 
your man.” 
HM Jr: That's all right. Although, wouldn't you rather say, “You 
might like to communicate with Mr. Murphy”? 
P: Yeah. We don’t have to say who, but “your representatives.” 
HM Jr: “You might like to send a—you might also like to send a 
communication to your representative in Algiers.” 
P: Yeah. Yeah. 
HM Jr: That's all right. But that isnt—that isn't doing what 
this other letter is. 
P: Yeah. 
HM Jr: It sounds pretty sharp. 
P: Yeah. All right. 
HM Jr: Without our knowing all the facts. 
P: Yeah. 
HM Jr: What? 
P: Yeah. Well, Pm afraid we do know the facts, but 
HM Jr: Well 
Pe that's all right. I mean, we've got to play the record on 
these things and you may be right. 
HM Jr: Well, I think this—I don’t think—I think that my way 
may accomplish more because I don’t think it will irritate Hull un- 
necessarily. 
P: All right. j 
HM Jr: What I'd like is his sympathy, you see? 
P: Yeah. 
HM Jr: What? 
P: I get you. f i r 3 
HM Jr: And I—if you're going to put a sentence in, you could put 
it in like this: “Knowing of your sympathetic interest in these mat- 
ters, you might like also to send 
P: That’s a good phrase. E PES 
HM Jr:“ a cable to your representative in Á lgiets.* 


MORGENTHAU DIARY 087 


P: Yeah. Yeah. That's a good—good little participial clause 
there, “Knowing of your interest—your sympathetic interest in these 
matters.” 

HM Jr: Yeah, because that takes the attitude, “Well, you and 1 
are one on this thing.” 

P: Yeah. 

HM Jr: Let's hope. 

P: Al right. 

HM Jr: What? 

P: Allright. Well, we'll 

HM Jr: Instead of saying, “God, you’re just a so-and-so and so- 
and-so.” 

P: Yeah. 

HM Jr: I think my way would—is—is a smoother way and may 
give us the better chance to get results. 

P: Well, we'll try it. 

HM Jr: I admire you people for getting excited about it. God 
damn it. It makes me feel good. 

P: Well, I feel especially sore at all these Jewish episodes in the 
State Department and I’m convinced it’s just a gang in there that 
are blocking everything and so I don't—when they won't—I get a 
litle bit extra hot on that account. 

HM Jr: Well, I, of aJl people, appreciate the sympathetic interest 
of you boys; on the other hand, I’ve got to be balance wheel. 

P: Well, of course, you—we all want to get results and it’s a 
matter of technique. 

HM Jr: Yeah. And let Gaston sit on it. He’s got a good head on 
his shoulders. 

P: Well, I'll agree to that statement. 

HM Jr: say these things to his face, but it’s better to say 
them 

P: Well, he—he heard that. 

HM Jr: Al right. 

P: He accepts it with a smile, he says. 

HM Jr: Right. Now, if—if you go approximately that way, let 
her go. br 

P: Al right. 

HM Jr: Anybody got any doubts? 

P: Yeah. Everybody says that’s all right. 

HM Jr: Don’t forget, “Knowing of your sympathetic interest”. 

P: I’ve got that phrase written down. (Aside: Anybody else got 
anything he wants to say to the Secretary?” 

HM Jr: While you are there, I asked Gaston to get me a report 
of what happened on the Hill on that bill. 

P: Yeah, on the—on the appropriation? 

HM Jr: No, on this advertising. 

P: Yeah. That's what I mean. He hasn't been able to get any— 
just a minute. He'll talk with you. 

Herbert Gaston: Gamble and his crowd are out of town 

P: Yeah. 
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G: getting in late in the day. I haven't been able to get a hold 
of anybody, and Speck, from Randolph’s office, who, I suppose, was 
up there with him, is ill and isnt in. He—— 

HM Jr: Oh. Oh. 

G: He may be in today. I haven't been able to get hold of any- 
body at all. 4 A 

HM Jr: Well, from what I've read in the papers, it seems all right, 
but you—some—Herbert, if nothing else, have Paul to send somebody 
up to talk to the clerk. 

“ G: Yes. Well, if 

H.M. Jr: And then when I call up this afternoon between four 
and five, I can get a report. 

G.: Well, I'll get a hold of somebody between now and four. 

H.M. Jr: The one to get hold of is the clerk. 

G: Yeah. 

H.M. Jr: And let Paul have—his legislative section can do that. 

G.: Yes. Yes. Yes. I'll get something, either out of the legisla- 
tive section or out of Gamble’s office or both by four o’clock. 

H.M. Jr: Now, is White there a minute? 

G.: Yes, he is. IM—(Aside: Harry). 

Harry Warre: Hello. 

H.M. Jr: Harry? 

W.: Yes. 

H.M. Jr: I read your memorandum about Adler in China. 

W.: Yes. 

H.M. Jr: Now, the way I feel is this: When I first went in, we de- 
cided to let the State Department appoint attaches and then they 
would work for us. 

W.: Yeah. 

H.M. Jr: I dont think it’s a hell of a lot of difference. I don't 
want to be all the time rowing with the State Department. I mean, 
I want to row on important matters, see? 

W.: Yeah. 

H.M. Jr: But I don’t think this is an important one. 

W.: I don't think it’s a question of a row at all. I think that they 
feel that they would be doing usa favor. If they make him an at- 
tache, he’d have diplomatic status. I mean, that’s the grounds they 
putiton. Actually, that’s not the grounds. 

H.M. Jr: Why not put it up to them this way: we'd a little bit 
rather have it the other way but we'll leave it to them. I don’t want 
to—everytime to be rowing with them—all the time. 

W.: Yeah. 

H.M. Jr: See? 

W.: Uh huh. i A . y 

H.M. Jr: Because his effectiveness doesnt make any difference. 
Tell them which way we prefer it, but we leave the decision to them. 

W.: All right. 

H.M. Jr: See? 


af ight. ' 
ve sa after all, we've got to save our fight for important 


ones. 
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W.: Well, yes, unless—uh—can I have this reservation? I’ll talk 
it Chen with the men and if they feel it's important, we will postpone: 
It unti 

H.M. Jr: Oh, no. 

Weg sometime when you 

H.M. Jr: I don’t want to hear it. I don't want to hear about it 
again. 

W.: Uh huh. 

H.M. Jr: Its not that important. 

W.: All right. Okay. Anything else? 

H.M. Jr: That's al Ive got. 

W.: Shall I hang up or is there anybody you want to talk to? 

H.M. Jr: TI talk to the operator. 

W.: All right. 


(Book 689, pp. 3-18) 
January 1, 1944. 
10:45 a.m. 
Foreicn Funps CONTROL 
Present : 
Mr. White 
Mr. Friedman 
Mr. Taylor 
Mr. Bernstein 
Miss Kistler 

Mr. White: This is Mr. Taylor, Mr. Secretary, I don’t know 
whether you have much contact with him. 

H. M. Jr: I ought to. Didn't I recommend him as the one-and- 
only? 

he White: And this is Mr. Friedman. 

H. M. Jr: Listen, when you go away for two or three days to make 
speeches I get acquainted with your fellows. It is good for me, 
seriously. Shows you have g good organization. He (Taylor) was 
out at the house twice. 

Mr. White: I accept the compliment. 

H. M. Jr: No, I had a few suggestions and I thought we might 
sit around. 

This is very funny. Last night at the White House—I won't men- 
tion a name—there was a lady there. She is on Keynes’ Economic 
Staff up at the Embassy—he is so terribly excited about what we 
are doing on dollar balances. This is a bright girl. She asked me 
a lot of questions and I asked her some. 

I thought I would like to sort of take a trip around the world on 
this thing. I thought I would ask General Somervell. 1 am dis- 
turbed because I haven't heard from the President. I have asked if 
he has heard from Chiang Kai-shek. I have read the cable and I 
have read Adler. 


o 
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I would like to have General Spmervell put down on paper what 
he sees the problem is from the standpoint of acquiring foreign 
exchange in payment of troops in the Far East. I mean, what are 
his problems as he sees them, so that 1 could be prepared to make 
recommendations. y ; 

Mr. White: You can get it in writing, or if it is merely informa- 
tion you want, we can tell you. À ; > 

H. M. Jr: No, no, I would like to have it put in writing. Then 
I was surprised to see that evidently Acheson 1s already out there. 

Mr. White: To my knowledge, he just left a day or two ago. 

Mr. Friedman: That is right. 

H. M. Jr: Didn't you see Gauss’ cable? 

Mr. White: That is a different Acheson. That is Acheson that 
belongs to the State Department. He is not an economist. 

(The Secretary asks for General Somervell on White House 
phone.) 

H. M. Jr: That is another one. Well, this thing—you see, when 
you mentional Portugal why I didn't want to talk. I think before 
we decide a thing like that, I should ask the Army whether it would, 

be good, at this time, to placate Portugal to the extent of twenty or 
thirty million dollars. 

Now you take, for instance, we haven't been able, as far as I know, 
to get permission to land on the Azores. 

Mr. White: Twenty or thirty million pounds. 

H. M. Jr: Pounds—well, I think before we do that, I ought to 
write a letter to General Marshall and simply say—or some of you 
write to Stimson 

(The Secretary on White House phone :) 

Hello, General Somervell. Happy New Year. 

That is right. 

General, the reason I am calling you, I have your request on China 
very much in my mind, and I tried yesterday to get word from the 
White House whether they had any answer. I have had no answer 
from them. 

J was wondering, while I was waiting, whether you would be will- 
‘ing to have somebody in your organizetion put down on paper just 
what your problem is in acquiring foreign exchange in payment of 
work and payment of troops in the Far East. You see? Then, if 
I had that before me, if and when the President decided to move, 
why I would be better posted, see ? 

Do you suppose somebody could put that down for us and get it over 
tome? Then I could study it. 

Another cable has come in from Ambassador Gauss, and it is going 
to be difficult. But by hook or crook I will take care of you. 

Well, thank you. If I could have that—I mean the whole Far 
East; that will be both China and India—or Burma, or wherever 
you are—that vicinity of the world, anyway. I think we are all 
right on Persia. Just India and China and that neck of the woods. 


Thank you. i 
(End of telephone conversation.) 
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H. M. Jr: Now let's go ahead. Just state your problem, what this 
proposal isand what it would mean. 

Mr. White: The British have said that they are contemplating 
permitting the Portuguese Government to withdraw in the form of 
gold some of their two hundred and twenty-five million dollars” worth 
of sterling balances which they now hold. Presumably those bal- 
ances were accumulated under terms of an agreement—whether it is 
oral or written, I do not know, we have never seen it—under terms of 
an agreement in which the British Government guarantees to Portu- 
gal the exchange risk. 

In other words, you can always withdraw that sterling or its equiv- 
alent in gold as of the rate in which it was accumulated, so in case 
sterling depreciates, Portugal will not suffer an exchange loss even 
though she doesn’t withdraw it. And that agreement, to my under- 
standing, is good until five years after the cessation of hostilities. 

That item has beer one of the items which the British Treasury 
has insisted should be set off as a gold liability against your gold 
assets. 

H.M. Jr: About three hundred million ? 

Mr. White: Three hundred and fifty million, that is right. The 
rest is Egypt, and there are some smaller amounts. The two major 
ones are Egypt and 

H.M. Jr: What is this agreement with Portugal again? 

Mr. White: Portugal has about two hundred and twenty-five mil- 
lion dollars’ worth of sterling. Portugal, presumably, can take that 
sterling and demand gold for it of England any time within five 
years after the cessation of hostilities, and at a rate which would 
subject her to no risk of loss. 

Now, Portugal has not asked her for any, but I gather that the 
British Treasury feels that this is a good time to make their dollar 
balances look lower, and so they are going to inform Portugal that 
the British Treasury is now ready to let them have from twenty to 
thirty million pounds of gold. 

They think, or they have suggested, that that also would improve 
their relations with Portugal. That is their excuse for doing it. 
Actually, I think the reason dor doing it is they are worrying about 
their increasing balances and they think this will be a good way to re- 
duce them, because they are afraid if we don’t they will lose Lend 
Lease aid. This way they set off gold liabilities against dollar assets, 

H. M. Jr: Inasmuch as this is part of the three hundred and fifty 
million dollars, it doesn’t in any way change our position that we want 
to go ahead and, let’s say, discontinue—— 

Mr. White: The politically undesirable arguments— 

H. M. Jr: Those things which they ought to be able to provide 
themselves. 

Mr. White: It doesn’t alter that at all. 

H. M. Jr: Doesn't weaken our position ? 

Mr. White: No. 1 don’t think, Mr. Secretary, we are in a position 
to say no. That is why I am wondering if you could write to Marshall 
about it. I don't know how far you can wo with England in saying, 
“You cant pay them gold, even though you have an agreement. 

H.M. Jr: Who put it up toyou? i 


A 
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Mr. White: Whaley, naturally; and they didn't ask for our ap- 
proval. They asked for our comment. They are planning to do this. 

H. M. Jr: This is my suggestion and I would like it to go out today. 
What is the date of his letter? mE 

Mr. White: I wouldn't know, exactly —within a few days. 

H. M. Jr: What I would like to know, have we informed State 
of this? 

Mr. White: No. j 

H. M. Jr: I would send a letter to the Secretary of State and simply 
say that I am in receipt of the following letter from Mr. Whaley of 
the British Treasury. “We here feel that we should say yes.” Then 
I would say, “Inasmuch as this is part of the three hundred and fifty 
million dollars that the English have always said should not be in- 
cluded, this would in no way change the status of the discussion which 
we are having between our office” —Mr. Crowley's and mine, see? 

Mr. White: It is included in the billion, seven. 

H. M. Jr: I don't want. to say “the dollar balances,” see? I don't 
want to say that. I don't want to have Acheson come right back and 
say, “Ah, hah; this is more evidence.” 

I just want to say, “This in no way changes the status.” 

Mr. White: That we have always recognized this liability and it in 
no way changes the status. 

H. M. Jr: Yes. Do you get the point? Are these boys up? 
Acheson is trying 

Mr. White: Mr. Friedman is. 

H. M. Jr: Well, he is trying to get us to say we have to turn our 
soul inside out to the British and let them know everything we are 
thinking and doing in this life and the next life. 

I would say, “I would appreciate a prompt answer.” 

Mr. White: Do you want to mention the fact that unless there are 
political reasons for not doing this independent of questions which 
we are considering, or we assume there aren’t any? We never have, 
on a matter of this kind, asked them if there are any political reasons, 
so maybe we don’t need to ask about that, either. 

H. M. Jr: Just like this cable on China. He would say, “I would 
like your comments on China.” I would say, “We feel we would like 
to do this, unless there is some very good reason which you might 
want to inform us about.” Do you see? 

Mr. White: Yes. 

H. M. Jr: The thing that I am thinking about, somebody may say, 
“Well, now, can’t you hold this up?” Where we were smart—the fact 
that we can't say no, makes no difference. I would send for them and 
say, “Look, I am trying to help you on getting this money from the 
British—but how about helping us get permission to land on the 

Azores?” I mean, I would say to Leahy 

It is the kind of thing we never do around. here, and the thing we 
should do. A little poker. You used to bet when you had nothing 
na ee : Yes, we have got nothing much in our hand on this 

_ (Laughter.) ’ 
oniy, Ar J ro But you used to win. 

Mr. White: Sure. 
H. M. Jr: And then 


same way. 


I would write something not quite along the 
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Mr. White: Send just a copy to Crowley ? 

H. M. Jr: I wouldn’t send anything to Crowley. 

Mr. White: I thought you said State. 

H.M. Jr: Leahy. Combined Chief of Staff. 

Mr. White: Ask him the same? 

H. M. Jr: No, Leahy. 

Mr. White: We would have to phrase that a little differently. Ask 
if there is any military reason why. 

I. Jr: I mean, it is the kind of thing—normally, if they had 
the kind of Cabinet, you would raise it at Cabinet and there would 
be a discussion, and so forth. But if that could be prepared 

Mr. White: I will do that this morning. 

H. M. Jr: Don’t boast. 

Mr. White: Well, this afternoon. 

H. M. Jr: Well, the thing is to get it to me. Whoever brings it to 
me, if it is this afternoon, should be the person who will see that it 
goes to these two people. 

Mr. White: All right. 

H. M. Jr: My inclination is to do it, but I was just thinking that 
maybe they might 

Mr. White: If they object, all right; but we are on very weak 
ground to raise any objections ourselves. There is another problem, 
then, which bears on this. 

H. M. Jr: Well, we don’t know. I mean, I have got to keep snoop- 
ing, snooping, all the time, to try to keep up to date. And I will say 
this much: The more I see of the Army—I have got to take my hat 
off to some of the things they are doing. 

Did any of you read this editorial today in the Post on Crowley? 

Mr. Bernstein: Yes. 

Mr. Friedman: No. 

H.M. Jr: God, it was really something! They end up by saying 
the same thing. They have got to take their hat off tothe Army. 

Mr. White: What is't on, relief? 

H.M. Jr: No, on his organization. He has been in there for three 
months and it is a worse mess than it ever was. 

Mr. Bernstein. Yes, sir, and there was a special point in comment 
about the people commuting down from New York to run his organ- 
ization. 

H.M. Jr: What did they mean by that? 

Mr. Bernstein :. Must have meant businessmen who are part time on 
exports and similar things. 

H.M. Jr: It also looks like that either Landis or this General 
Motors man in Cairo—— 

Mr. Taylor: Short. 

H.M. Jr:——one or the other has come back and talked, you see? 
Complained. Short isn’t the name. 

Mr. Bernstein: You mean Royce. He was from North Africa. 

H.M. Jr: Short is one man, but Royce is the one. 

Mr. White: Royce shouldn't talk very much. 

H.M. Jr: I suggest you people read it. 

Mr. White: Did Jim Landis get what he wanted? 
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H.M. Jr: He isn't going to get what he wants. 

Mr. White: Said he was going to come around tosee us. | 

H.M. Jr: Two things that he wants. 1 tried out the President on 
‘them, just to see. One is Landis wants the United States Government 
and the Army to take an interest in the Balkans. The President 
said—this is all in the room—“We have no interest in the Balkans; 
we have got no business in the Balkans and the British have the 
Balkans.” That was number one. 

Number two, his other interest was that the State Department 
should be Assistant Secretary for Air—Civil Air. The President 
said, “It is very interesting.” m V9: N 

Now, those are the two things. The Balkan thing 1s partly his 
thing; air isn’t, very much. But that is what he told me were the 
two things when he came back. He said things that we talked to him 
about are nicely straightened out. 

Mr. White: Shouldn't have been that the Army was interested in 
the Balkans, but should be interested in what is being done. How- 
ever: 

H.M. Jr: Now you want to talk to me about this stuff in third 
eountries ? 

Mr. White: I might bring up one other problem related to this, 
which Whaley has raised with us, and which we ought to be able 
to give them an answer to soon, which is, who is going to pay for 
the food and other materials that are bought for third countries. 

H.M. Jr: That is what I mean. 

Mr. White: They have got a good position on that. They are tak- 
ing this position; they are saying that this is relief. The fact that 
the Army is handling it doesn't alter the characteristics of the prob- 
lem. Inasmuch as it is a relief problem, the expenses ought to be 
borne in the same proportion as the expenses of the relief problem. 
That is, that they ought to bear that proportion of the expense that 
their national income bears to ours, in third countries. 

H. M. Jr: Is that a sort of out-growth of my talk with the Ambas- 
sador at that luncheon we had? 

Mr. White: I don’t think so, because this is moving in the other 
direction, of helping us less. c 

H. M. Jr: Of helping us less? 

Mr. White: That means we pay more for the stuff we buy. We pay 
four-fifths of it. 

H. M. Jr: But I said at the luncheon, why didn't we consider the 
question of some sort of a joint arrangement in third countries. 

Mr. White: That may be, although the question also came up— 
which is one of the reasons, I think, why you spoke to him—when the 
Army had to buy this grain in Argentina. You remember I spoke to 
you and we couldn’t agree as to who was to pay for it, so we took the 

osition that the Army, which orders the stuff, will pay for it, but the 
adjustment, the reimbursement, or subsequent arrangements, will not 
be prejudiced by who actually makes the transaction, and at that time 
they offered to pay half of the expense in third countries. 
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The Army felt they ought to pay all, because we were spending so 
much in this country and they were spending so little in their coun- 
try. They now come with this proposition, which has another part 
of it which is not so much of concern to us with regard to the dollar 
position, but of more concern with regard to the whole relief expendi- 
tures, and that is that they want the expenditures that are made by 
the armies, their Army and our Army. in goods or services, or even 
surplus materials, to count toward their commitment to UNRA of one 
percent of their national income. ` 

H. M. Jr: You mean they want to tie the two things in together? 

Mr. White: They want to say, if our Army gives UNRA any relief, 
in the way of coal to Italy now, or anything to France, that should 
be credited to our commitment to UNRA, whieh was one percent of 
the national income. The result of that would be that they might not 
give anything to UNRA, because it is easy enough in a couple of years 
of war to run that up. 

H. M. Jr: Does Lehman know about it? 

Mr. White: I called him up last week and told him. 

He was much upset about it. Then, in order to make their position 
perfectly logical and consistent, which they have done, they have 
said, “Our Army expenditures, therefore, shall be just like our relief 
expenditures; hence we will pay the same proportion in third coun- 
tries which require dollar expenditures on the part of either your 
Government or otr Government. 

So that would mean, then, in the Argentine they would pay one 
fifth-as against what they offered a short time ago, to pay a half, as 
against what we wanted to pay off. Now, whether they pay a fifth or 
a half, I think depends, in part, on the decisions which are made with 
respect to this matter, because we could add, as one of the items which 
they ought to pay for, a certain proportion, whichever you want to 
agree on, of goods purchased in third countries, and tell that to the 
Army. That is part of the agreement. 

H. M. Jr: Now talk in cases. 

<r. White: Here is this wheat case. 

H. M. Jr: You are talking in formulas. 

Mr. White: There is thisroblem of buying flour in the Argentine 
now. They are ordering it to be shipped to Italy. The Quartermas- 
ter- Corps is buying it through, I gather, the Food Purchasing Com- 
mission. The United States is buying it in Argentina. It will be 
shipped to Italy, charged to the United States Army, paid for by 
the United States Army, and distributed, I presume, by the Allied 
Mission. 

H. M. Jr: Why, in-God’s name, are we buying it in Argentina? 

Mr. White: I raised that question with Roy Henderson and his 
assistants, who are on both the Combined Food Board and the other. 
The reason they gave was this: The United States is short of wheat; 
it will be down to two hundred million: bushels sometime this sum- 

mer: they have had to use a lot of wheat for feed: they even had to 
buy some wheat for Canada to-use for -feed, even though we sent 
some of our wheat to England. -Now, they can either buy this flour 
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for Italy from Canada or from the Argentine. But if they buy it 
from Canada, they will be confronted with a transportation problem 
which they claim is more serious than the shipping problem from the 
Argentine to Italy. 


H. M. Jr: Who claims that? : A 
Mr. White: The Combined Food Board claimed, as stated by this 


chap who represents the Food Board. We do not have anything in 
writing. I didn’t feel, without talking to you 
H. M. Jr: How much does it amount to? ie 
Mr. White: Well, they are going to buy about seventy-five million 
dollars’ worth of wheat in the next six months, most of which, I think, 
will come from the Argentine. Now, I am not sure, because I don’t 
know how their plan is run. 
H. M. Jr: Why don’t I call up my friend General Strong, who 
is interested in the Argentine, and tell hin? 
Mr. White: Would it be better to first get the facts? We could 
write and say it is part of the problem. 
H. M. Jr.: Let Strong get them. 
Mr. White: The facts? 
H.M Jr: He will get the whole thing. 
Mr. White: They will merely tell him we have to have the wheat. 
H. M. Jr: I will tell him this thing should be gotten—the Army 
is doing this thing, and that they can get it—I believe they can get it 
in Canada. 
Mr. White: They can get it in Canada. They say there is a ship- 
ping situation. 
H M. Jr: What about ships coming back empty from Australia? 
Mr. White: That I don’t know. This fellow—I said to this fel- 
tt you might want to talk to him. He said he would be very 
glad. 
H. M. Jr: Who? 
Mr. White: I have forgotten his name, but he is the man whom 
Henderson referred me to as knowing most about it. 
H. M. Jr: Strong is like that (snaps fingers). 
Mr. White: But I dont know whether he will know where to 
hit it. Is he interested in buying grain ifi Argentina? 
H. M. Jr: He is interested in knocking out this Argentine govern- 
ment. 
Mr. White: Wecantry him. 
H.M. Jr: What harm can it do? 
(The Secretary asks for General Strong over the White House 


phone.) 4 
(The Secretary on the White House phone :) 
Hello. Yes. 


Right, Grace. Same to you. 
We had a good time last night. The President stayed around for an 


ur. . ; 2 , 
kon he sat right by the fire and he enjoyed it. He was in a very 
3 


good humor. i e 
~ No. he sat up for an hour. 
> Dot iik so. He wasall wrapped up. 
Yes right. Well, I didn’t doit. Don't scold me. 
) Le) F 


Al right, it was an hour—all right. 
o 
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He never sent the message? Well, for heaven's sake. Well, then, he 
is naughty, too. 

Now listen, this is what is bothering me. He really ought to do 
something. 1 will tell you why, if I haven't before. General Somer- 
vell has got a big problem there in getting these airfields ready, and 
he has got to pay for them. We have got to help him. I have stalled 
him off, now, for ten days, waiting for the President to move. If the 
President doesnt want to move, if he will just say to me, “Well, 
Henry, you handle it and take care of General Somervell,” I will go 
to town. 

Are you going to see him toda y ? 

Well, if he would simply say to me—if he doesn't want to communi- 
cate with Chiang Kai-shek, I mean 

Well, but if he will just say to me, “You go to town and see that 
General Somervell can build his airfields and pay for the troops, and 
what-have-you,” I will go to town and do the best I can, see? 

No, I mean if the President doesn’t want to communicate 

That is right. It wasa memorandum. And he liked it so much he 
was going to send it as a message to Chiang Kai-shek. 

Let me put it differently: If he doesn't, for some reason, want to 
communicate, and he will simply say to me, “Henry, you go ahead 
and make your own arrangements and take care of Somervell—take 
care of the Army”—I will go ahead and do the best I can, indepen- 
dently. 

Do you want me to send you a copy of that message so you know 
what is in it ? 

Well, it will be easy. 

Well, look, to save you trouble, I will get you another one. 

Thank you somuch. 

Good-bye. 

(End of phone conversation.) 

(The Secretary held a telephone conversation with General Strong, 
as follows :) 

[ Above conversation was not considered pertinent to this study and 
is not printed. ] ° 


(Book 689, pp. 163-165) 
JANUARY 3, 1944. 
5:23 p.m. 
Grace Tully: Hello, Mr. Secretary. How are ycu? 
HM Jr: Very well. í 
T: That's good. Did you get that memo? 
HM Jr: You mean on—across the—— 
T: Yeah. 
HM Jr: The Chinese? 
T: Yes, sir. 
HM Jr: Yes. 
T: You did? All right. Fine. 
HM Jr: Well, let me ask you a question as long 


have a chance to tell the President about My as you—Did you 


Hull's suggestion? 


48-378 O—€65—vol. 2——10 
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T: Yeah. Well, he put that in there. 
HM Jr: Did he? 
T: Sure. He said, “T here ought to be a mission go to Chungking.” 
HM Jr: Well, not in what I’ve ot here. 
T : Well, certainly it isin what you’ve got there. 
HM Jr: W ell, now, wait a minute. It: says 
T: He suggests the mission going to Chungking. If that isn’t in 
yours I don't know where the carbon copy Was. I don't know where 
the carbon was, because it was written. 
HM Jr: Oh, I didnt—1 see. I think an addition—yeah. 
T: Yeah. ae the end of the quote, you see, then he puts that in. 
HM Jr:Isee. I didn’t—I just thought it was my message. I didn’t 
read the other. 
T: Uh huh. Well pit was all your message down to there and a 
little bit of introduction and then two little paragraphs at the end 
HM Jr: Okay. 
TES that were not yours. 
HM Jr: 1% to Hull and 99 of Morgenthau’s. 
T: (Laughs) 
HM Jr: One horse, one rabbit. 
T: (Laughs) Don't you check on me as to whether I didn’t give your 
messages either. (Laughs) 
HM Jr: Well, I was—wanted to do it but I didn't have the nerve 
to. I’m a very modest creature. 
T: (Laughs) 
HM Jr: But now that you’ve called me—— 
T: (Laughs) 
HM Jr: See? 
T: And I called your attention to something that you read and it 
wasn’t there. 
HM Jr: Yeah. Having called me, you sort of gave me a little 
nerve. 
T: Well, I'll tell you, I called you to make sure that it got over. 
I sent it “Red Tag” and what not, and I didn’t call you back because 
I didn’t get it until late Saturday and it had to go back to the Presi- 
dent and 1 couldn't see him until lunchetn time today and I didn't get 
back here until around twenty minutes of four. So by the time I got 
back with it and got it “Okayed” I—that.was the first I could tell you 
what was doing on it. 
HM Jr: Now. the girls here try to be as good as you are. 
T: (Laughs) Thank you. I was just wondering about our mes- 
senger service—whether it brought it to you. 
HM Jr: Oh, yeah, the messenger service worked. 
T: It wor ked? Fine. 
HM Jr: Very good. 
T: How is Mrs. Morgenthau, by-the-way ? 
HM Jr: She's fine. 
T: Is she? 
HM Jr: We had a terrible shock today. 
(Remainder of conversation not recorded.) 
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(Book 689, pp. 166-170) 
Confidential 
War DEPARTMENT, 
Heavavarrers, Army Service Forcrs, 
Washington, D. C., 3 January 1944. 
The Honorable the SECRETARY or THE TREASURY, 


Dear Mr. Secretary: In further reference to the monetary prob- 
lems of our armed forces in China, I am summarizing the position of 
the United States Army on these matters in the China, Burma, India 
area. Our principal concern is the exchange situation in China. 
While the financial activities of the military in Burma and India will 
necessarily be closely related to those in Clrina, I foresee at this time 
no fiscal problems in the former which will be as important to the 
War Department as the present Chinese exchange question. The fol- 
lowing outline may not cover all the points in which you are inter- 
ested. In such event I will be pleased to furnish any further details 
you may desire. 

INDIA 


In India, rupees transferred through the Treasury Department to 
United States Army disbursing officers have been used principally for 
the payment of personnel, since procurement and construction opera- 
tions in that area have been financed mainly through reverse lend- 
lease aid rendered by the British and the Government of India. 
While Chinese troops located in India are being paid by United States 
disbursing officers, the rupees involved have been furnished by the 
British under arrangements with the Chinese National Government at 
no cost to the United States. Prior to September 1943, Army rupee 
expenditures averaging about Rs 17,000,000 per month were made 
available through telegraphic funding transfers to the Imperial Bank 
of India and by the sale of Treasury checks at the rate of 3.3044 
rupees to the dollar or 30.26 cents to the rupee. Since last September 
rupee requirements of Army finance officers in India have been largely 
met from rupee holdings of the Treasury Department at the Reserve 
Bank of India acquired through the sale of gold in India at a substan- 
tial rupee premium above tl official rate of exchange. While rupees 
thus acquired continue to be turned over by the Treasury to Army 
finance officers at the official rate of exchange and Army personnel 
continue to be paid at the same official rate, it is recognized that the 
procurement of rupees through gold sales involves appreciable saving 
to the United States, irrespective of the method of accounting for the 
gold premivi realized. It is considered desirable that the gold-selling 
program of the Treasury in India should continue to be conducted in 
close liaison with the War Department in order that the rate of rupee 
procurement by this method should be coordinated with the United 
States, Army requirements and that neither a long nor short rupee 
position should develop. 


BURMA 


In the impending invasion operations in Burma of combined 
British, Indian, United States and Chinese forces under the com- 
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mand of Lord Mountbatten, the use of a common invasion currency 
is indicated, with the matter of primary concern to the British. 
Since the combined forces being: concentrated in India and operating 
on lines of communication to the Burmese border are all being paid 
in Indian rupees, and since rupee notes circulating in Burma prior 
to the Japanese invasion were issued by the Reserve Bank of India, 
with Indian coins also legal tender in Burma, it is understood that 
Indian rupee currency will be used by the United States as well as 
other allied forces participating in Burmese operations. This will 
involve additional demand for Indian rupees for United States forces 
in India and further emphasize the desirability of close liaison be- 
tween Treasury and War Departments in the volume and timing of 
procurement of rupees through sale of gold. 

Since the Japanese during their occupation of Burma have intro- 
duced military rupee notes to supplement. and replace British rupee 
currency in that area, it will be necessary for the allied invasion and 
occupational authorities to proclaim the terms under which Japanese- 
issued currency in the possession of the local population may be ex- 
changed for British rupee currency. While this is a matter of pri- 
mary concern to the British, the United States Treasury and War 
Departments also have an interest in the determination of policy and 
procedure in the treatment of Japanese-issued currency of Burma, 
since the Jatter will inevitably come into possession of United States 
military personnel, and since American forces will presumably par- 
ticipate in occupation as well as invasion operations of Burma. 

Since allied forces advancing through Burma into southwestern 
China will be using Indian rupee currency, United States Treasury 
and War Departments will necessarily be concerned with the deter- 
mination of rates of exchange between rupee and the Chinese yuan 
as well as between the dollar and the yuan. 


CHINA 


The exchange situation in China has been of serious concern to the 
War Department for over a year now and is growing more serious 
daily. It is essential that every possilple means be used to find a 
prompt solution to the problem. This involves a change in the rate 
available to the United States in financing its operations in China or 
in making some agreement whereby the Chinese Government will 
advance Chinese currency to the United States as a part of its con- 

ibuti he war effort. 

Sa ed AE ent is aware of the efforts the Treasury Depart- 
ment has been making during the past year to ano some solution 
either by a change in the official rate, the eranting of a special rate 
to the United States or through the sale of gold at an advantageous 
“ate, the proceeds of such sale to be used to reduce the excessive cost 
Bie tc pi Department of expenditures m China at the present un- 
Lote se ate The action already taken by the War Department has 
ROPE o aan with the State Department, the Treasury Dep»rt- 


ment und the Lend-Lease Administration. 
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With the knowledge of the State and Treasury Departments, and 
undoubtedly with the ful] knowledge of the Chinese Government, the 
War Department has been paying its personnel in China in United 
States currency and permitting that personnel to go into the open or 
black market and purchase Chinese currency at any available rate 
Recently the State and Treasury Departments requested the War 
Department to ship United States currency to China for use in pay- 
ing personnel and operating expenses. The War Department has 
been reluctant to have its soldiers dealing in black market operations, 
but for morale purposes it could not do other than authorize such a 
procedure in view of its failure to find other means of giving its men 
in China sufficient local currency to offset the unrealistic esla 
rate. In addition to the morale factor, there has been the ever- 
increasing expenditures by the War Department for supplies and 
construction necessary to our war effort in China which at the exist- 
ing official rate is inflating the cost to the War Department four or 
five times in excess of the amount that would be proper if the ex- 
change rate in China were more realistic. This latter phase is grow- 
ing daily and the expenditures have already reached approximately 
fifteen million United States dollars each month. 

Early in 1943 the War Department felt a need for a reciprocal lend- 
lease agreement with China and the Chinese Government indicated 
that they might be willing to enter into such an agreement. Accord- 
ingly, the War Department held conferences with representatives of 
the State and Treasury Departments and the Lend-Lease Administra- 
tion to develop such an agreement. In view of the exchange situation 
and the fact that the Treasury Department representative expressed 
the view that efforts up to that time to secure a better official rate of ex- 
change had proved fruitless, it was decided to include in the recipro- 
cal lend-lease agreement, in addition to provisions for direct aid in 
kind, a section to the effect that the Chinese Government would pro- 
vide funds in Chinese currency to be used by the United States in di- 
rect purchase of supplies, materials, facilities and services in lieu of 
reciprocal aid in kind and to meet other essential United States gov- 
ernmental and military needs for Chinese currency. The understand: 
ing was that this currency regeived under the agreement could be used 
as a means of reducing the excessive cost to the various United States 
Departments in China of expenditures for personnel and other pur- 
poses on account of the unrealistic Chinese exchange rate. This re- 
ciprocal lend-lease agreement was submitted to Dr, Soong, Foreign 
Minister of the Chinese Government, by the State Department in 
Washington in May 1943, together with a memorandum explaining 
the purpose of the financial paragraph thereof. The agreement was 
carried to General Stilwell in China by a representative in the War 
Department and the terms of the financial plan were radioed to him on 
28 July 1943 for his concurrence. He approved the financial pro- 
visions of the agreement in view of the apparent impossibility of secur- 
ing a proper exchange rate. 
cl on I ps in China, I discussed with Dr. Soong and 
Oral sd beg fet er of giving the War Department some relief 

existing official rate. Both of these officials of the Chinese 
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Government indicated informally that their government might be 
willine to supply the United States Army with Chinese currency to 
meet its needs and that one-fifth of the amount advanced would be 
purchased by the United States at the current official rate of exchange 
and the balance would be considered as China’s contribution to the 
war effort. The War Department has sent to China Dr. Edward C. 
Acheson as financial adviser to General Stilwell with a view to press- 
ing for a settlement on this basis of the exchange problem. However, 
in view of advice that the Treasury Department is in hopes of finding 
some solution to the problem in the very near future, Dr. Acheson was 
instructed not to present the agreement to the Chinese until further 
instructions are sent to General Stilwell by the War Department au- 
thorizing such action. 

Advice has just been received from the State Department that the 
Chinese Government has advised our State Department representa- 
tive in China, Mr. Gauss, that it is willing to sign the reciprocal 
lend-lease agreement heretofore referred to. It appears extremely 
desirable to the State Department and the War Department that we 
present to the Chinese at the time the reciprocal lend-lease agreement 
is submitted for signature a supplemental agreement to implement 
the financial paragraph of the basic. agreement referred to, a request 
for currency on the basis of the informal discussion previously had 
with the Chinese Government by the State Department and by me as 
mentioned above. 

It is pointed out, however, that a solution that will permit a better 
exchange rate, either direct or through the sale of gold, isa better solu- 
tion to the problem than one such as the reciprocal agreement. In the 
latter case the Chinese may in the future advance the claim that they 
have paid United States personnel or paid the major cost of construc- 
tion projects undertaken by us in China. However, in the absence 
of any proper change in the rate or a similar financial comparable 
adjustment, there appears no other alternative to relieve the serious 
excessive outlay of War Department funds in China because of the 
exchange situation. 

The solution of the monetary problems outlined above will undoubt- 
edly involve the development of comprehensive fiscal and accounting 
procedures in which the War Department will have a special interest. 
It appears desirable that the Treasury and War Departments main- 
tain close liaison in the formulation of these procedures. 

Your deep interest and the assistance which has been given by the 
Treasury Department to the War Department is appreciated. 


Sincerely yours, 
Brenton SoMERVELL, 


Lieutenant General, Commanding. 


(Book 690, p. 10) 


(The following was typed from a Transcriber disk dictated by a 
staff member from the diary page:) 
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G , Me JANUARY 4, 1944. 
Present: MOP AUTOSE 10:00 a.m. 


Mr. Bell 

Mr. Blough 
Mr. Gaston 
Mr. Smith 

Mr. Thompson 
Mr. Haas 

Mr. White 
Mr. Paul 

Mr. Sullivan 
Mrs. Klotz 


H. M., Jr.: One thing—I got a laugh—this is all very much here 
in the room—Hopkins is to go abroad, evidently to London, to head 
up this whole inter-allied thing. There is a story in the paper. But 
we recommended a chief financial adviser, to the Army, one of Mr. 
Roosevelt's assistants by the name of Mr. Lauch Currie. Stimson 
sent Mr. McCloy over yesterday to say that he vehemently objected 
to Mr. Lauch Currie—vehemenily—and was sore as a boil that I con- 
sulted the President. 

(The Secretary held a telephone conversation with Mr. Leo Crow- 
ley at 10: 17 a.m. as follows:, 

Hello. 

Leo Crowley: Hello. How are you? 

H.M., Jr.: Fine. 

C.: That's good. 

H. M., Jr.: Leo, they tell me—Harry tells me you’ve got a couple 
of things you want to see me about. 

C.: Yeah. 

H. M., Jr.: And I'd like to see you because, I'd like to finish the 
memorandum to the President if possible. 

C.: Fine. 

H. M., Jr.: Are you busy around +: 00? 

C.: No, I'l] be glad to come over at +: 00. 

H. M., Jr.: Will you bring some of your help with you? 

-C.: Well, I wonder this: Why do we fiddle around any more with 
help? We don’t— Why don’t we just agree, the two of us, that we 
want to go ahead and do ıt. T'I bring them 1f you want me to. 

H. M.,Jr.: I don't care but I would like Harry present. 

C.: Well, Tl ask Oscar and Lauch if they want to come, but so 
far as I'm concerned, the memorandum that Harry had the other 
day is agreeable to me. 

HH, M., Jr.: Well, there's just a little change at the end, in which 
it— Harry gave it to me and he’ll get it to you before you come over. 

C.: Fine. Vil bring them with me though, but I'd like to get it 
ue sened up too, because I don’t think we ought to let this thing 
drag. 

H. M., Jr.: Right. 

C.: Did Harry talk to you about the other thing? 

a E se i Pes I'l] be prepared. E 

n: Well, I'd like to come in a little bit earl ‘ 

H Ms Jr.: Allright. Fy 
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C.: And talk to you alone. 

H. M., Jr.: Well, come at 4:00 and let the other boys, say, come 
about ten minutes past. 

C.: Fine. 

H. M., Jr.: Thank you. 

(Staff conference resumed:) i 1 

Mr. White: Apparently these two little things then were not what 
he had in mind. e 

H. M., Jr.: All right anyway, to get back— So I said “Well, after 
all, you can tell Mr. Stimson that if I want to take one of Mr. Roose- 
velt's assistants it is just a matter of courtesy that I consult Mr. 
Roosevelt before 1 recommend his assistant for a job. “Well, he 
isn’t one of his assistants.” Oh yes, I said. Then I said: What is 
the matter, is he too close to Mr. Roosevelt. Evidently, they have 
checking up somewhere. They gave him the most terrible reputa- 
tion. All Í can say is any time Lauch Currie wants to come to work 
in the Treasury he is welcome, I said. 

Itisan astonishing performance. 

Mr. White: Randolph was just telling me something 1 didn't know 
about. He said some argument 

Mr. Paul: I can't think of the name of that cciipany but he sent a 
report over here involving a man named Cohen in its manipulations. 

Mr. Sullivan: Empire Ordnance. 

Mr, Paul: I sent it over to the Bureau to see what tax cases were 
involved. He had a conference with Amberg. 

H. M., Jr.: Of the War Department? 

Mr. Paul: Yes, and somehow this firm— What is the name of this 
Cravath firm? McCloy was a member of that firm before he came 
down here. Somehow they were mixed up in that Empire Ordnance 
and got some fees out of them. (Mr. Blough left the conference.) 

Mr. Sullivan: So was the New York congressman. 

H. M., Jr.: Which one isthat? 

Mr. Paul: They had a conference. 1 think that may be part of 
the War Department’s objection to Currie. 

Mr. White: How? 

Mr. Paul: He was the one who organized the whole report. He 
had a fellow in S.E.C., now with the Naval Affairs Committee, to do 
the investigating. Let it go. . 

H. M., Jr.: Harry, this is an impertinent question but why was 
Lauch in that at all? 

Mr. White: There were a number of things which Lauch used to do. 
None of which seemed terribly important but many of them led to 
things of this character and others. He hada number of dealings with 
the War Department and they were always following up something 
that looked as though further investigation would be fruitful and 
I remember many remarks that he has made to me in the past that 
they resent very much what they call his “nosiness”. Now, whether 
he was justified in going in or not, I don't know. 

H. M. Jr: I don't think it is any secret'that for a long time, Lauch 
had no assignment and he made work for himself. He took on the 
Chinese thing and the Canadian thing on his own. He made work 
for himself. I don't blame him. He is an energetic fellow and he is 
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interested. (Mr. Fitzgerald reported that Mr. White has a 2:30 
meeting.) 

Mr. White: Three labor groups are sending groups to discuss both 
the bank and the fund. It will last about an hour. 

H. M. Jr: Supposing I say 3:30. 

Mr. White: All right. When you say Lauch made work, I would 
like to have it corrected. He didn't make work in the sense just to 
make work. It wasn’t W.P.A. work. I mean he looked for things 
to do. 

H.M., Jr.: I will state it all over again. He was there and like a lot 
of these Assistants to the President, they have no assignments and 
he was interested so much in the war that he wanted to keep busy. 

Mr. White: He wasn't making work in the sense of making unim- 
portant work for himself. 

Mrs. Klotz: The Chinese weren’t unimportant. 

H. M., Jr.: The Chinese and the Canadian thing—he got things 
to do for himself. 

Mr. White: That is right. 

H. M., Jr.: No,listen. I defended Currie to White yesterday. 

Mr. White: Yessir. 

[There is apparently an error here which is penciled in, because the 
typewritten page says: “I defended White to Currie yesterday” and 
someone has scratched out “White to Currie” and penciled in “Currte 
to White.” 


Book 691 . 3-20 
elit Janvary 5, 1944. 
9:30 a.m. 
Group 
Present : 
Mr. Bell 
Mr. Gaston 
Mr. Paul 
Mr. Sullivan 
Mr. White ° 
Mr. Thompson 
Mr. Blough 
Mr. Haas 
Mr. O’Connell 
Mr. Hannegan 
Mrs. Klotz 
Mr. Gamble 
Mr. Surrey 

H. M. Jr: Good morning. Is Mr. Paul sick? 

Mr. O'Connell: He told me yesterday afternoon that he wouldn't 
be in this morning, and I haver. t seen him yet. I don’t know whether 
he is ill or not. 

Mr. Bell: He is supposed to make a speech, I think, tomorrow. 

Mr. O’Connell: Day after tomorrow. 

Mr. Gaston: He is leaving tomorrow evening, I think. 
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Mr. O’Connell: When he left yesterday, he did not intend to be 
in here this morning. He didn’t tell me why. | HA 

Mr. White: In fact, now that I think of it, I think that sending it 
in a memorandum form is perfectly all right, because the President 
can always say, “I am merely sending you what our Finance Min- 
ister hès recommended to me, and I don’t think it should be changed.” 

H. M. Jr: We had a funny one happen about ten days ago; the 
President asked me to let him know about a loan to China. That 
was the very first thing he did the first day he got back. Sunday we 
fixed one up and gave it to him, a little memorandum which gave 
him the reason why we shouldn’t make one, but what we could do. 

Well, he said he liked it, and he said he would send it. A week 
passed, and he didn't send it. He sent my memorandum Just as it 
was written, with just a friendly note at the beginning and at the 
end. 

Late last night I got a letter from Cordell Hull saving he had 
received a memorandum from the President saying, “Please send this 
cable.” He didn’t ask him for his conunent. It was a page and a 
half about why it shouldn* be sent, and not to tell the Chinese they 
couldn’t have a loan. 

So I called him up and said that if he wanted to do that, he could 
tell it to the President, but I wouldn't. 

He said, “All right, we will send it—send it around tomorrow 
morning.” 

Now, I got a copy of the President’s Monday afternoon. I got a 
letter from Cordell Hull late Tuesday. He sends it around here 
Wednesday, and it will go maybe sometime today. 

This thing—have you all read this thing by our friend Mr. Knutson ? 

Mr. Gaston: Yes. 

H. M.Jr: We will start with Herbert. 

(Mr. Paul entered the conference.) 

Mr. Paul: We have been having a conference at my house this 
morning. 

H. M. Jr: Your assistant here said you were not coming to the 
office this morning. E 

Mr. Paul: Well, we changed that on account of something that 
came up last night. 

H. M. Jr. Was it something that had to do with the Treasury this 
morning? 

Mr. Paul: Yes. Well, it is that big loan matter. 

H.M.Jr: Loan? 

Mr. White: Oh, I see. 

Mr. Paul: I don't know how much you want me to say. 

Mr. White: It isa matter we are taking up at three o'clock today, 
three-thirty today. 

H.M. Jr: What isthat? 

Mr. White: Discussion of that Joan. It has nothing to do with 
taxes; it is an entirely different matter. It is a legal matter. 

H. M. Jr: (Gestures) What is the purpose? » 

Mr. White: What is all this secrecy about? Aren't we down for 


three-thirty? 
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H. M. Jr: On Russia? 

Mr. Paul: That is what we have been conferring about this 
morning. 

H.M.Jr: Well, it is no secret. 

Mr. Paul: Well, I didn’t know. I was told it was very secret. 

H.M. Jr: 1 didn’t say that. 

Mr. Paul: You didn't tell me; somebody else impressed that on me. 

Mr. White: We didn't know whether it was or wasn't. 

Mrs. Klotz: It is best to say nothing. 

H. M. Jr: As far as I am concerned, there is no mystery. After 
talking with Donald Nelson—I mean, coming back and saying that, 
the one thing that the Russians wanted was up to ten billion dollars of 
goods from America, so while Harry was away, I got some of his boys 
together and told them to please go to work and make a study of the 
world trade and see what we could do. 

, ney White: I think some of us were misled or misinformed. All 
right. 

H.M. Jr: But there is nothing secret. God, you fellows! 

Mr. White: I didn't quite get it that way. Had I known that— 
I thought it was something else. I thought it originated in a dif- 
ferent way. 

H. M. Jr: No. I figured that when the President came back from 
Teheran that would be the first thing he would take up; instead, he 
took up the Chinese matter. I hope you people believe me. 
(Laughter. ) 

Mr. White: All I can say is, we have been misinformed. We will 
start from the beginning. O.K. 

H.M. Jr: What were you told? i 

Mr. White: I don't know whether I was exactly told this or this 
was inferred. I thought that the first thing the President said when 
he came back was to work this out and do it quickly. I thought it was 
a Presidential request to you, which he took up with you the moment 
he came back. That is the way I got it. I didn’t get it from you; 
T got it secondhand. 

H. M. Jr: The President never mentioned it. This was Morgen- 
thau trying to be forehanded.e 

Mr. Paul: Anyway, we have been talking about that matter this 
morning. 

H.M. Jr: All right. 

Well, what I got the group together for—and 1 have Hannegan 
outside. I don't know whether you have had a chance to read 
Knutson’s article? 

Mr. Paul: Yes. 

H. M. Jr: I wanted advice. Believe me, getting information out 
of the Treasury is something when there is no one to give it. 

_ Mr. Gaston: I don't know whether we ought to say anything about 

it at the moment or not. I look at it as a threat to the Treasury, “If 

you don't be good, this is what we can do to you.” 

signe eee he ga Pee ate to say about the tax bill 

Mr č o S nc ewe tere he is publicly threatening to strip 

et El 4 pS a one of its principal functions if the 
asury doesnt behave itself. It has some precedent, of course. 
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Mr. Paul: It has a good deal more significance from one stand- 
point. 

Mr. Gaston: The Canadians have separate departments, the De- 
partment of Inland Revenue, which is purely an administrative col- 
lection agency, and it is entirely distinct from the Department of 
Finance, which shapes and recommends fiscal policy. 

Mr. Blough: Both have Ministers in the Cabinet, however. 

Mr. Gaston: And both have members in the Cabinet, yes. That 
makes two separate departments. 

Mr. Blough: And they don’t get along very well together. 

Mr. Gaston: The British system is somewhat similar. I don't 
think they are very logical systems. I think he makes some state- 
ments about using the tax mechanism to threaten to punish people. 

Mr. Sullivan: That is the part you can't overlook. 

Mr. Gaston: That is the part T think we ought to reply on in some 
way. 

Mr. Paul: You must remember that Stam has undoubtedly had a 
great deal to do with it. He has probably been maneuvering behind 
the scenes and talking with Knutson. 

You must also have in mind that there are some people in the 
Bureau—I don't think this is true of Hannegan at all—who are in 
sympathy with Stam. 

Mr. Gaston: I think there is some sort of an answer, as John men- 
tions, to using the threat of tax reprisal to influence—to persecute 
people. 

(Mr. Gamble entered the conference. ) 

Mr. Gaston: I think we probably ought to call on Knutson to let 
us know of any instances he knows of of that sort, and tell him that 
we don’t know of any such instances. 

Mr. Sullivan: The language is this: “The separation of the two 
agencies would take politics out of the operation and enforcement 
of our tax laws, prevent the Administration from using the threat 
of unwarranted investigation of income tax returns as an instrument 
of punishment or of duress, and permit the Bureau to be of much 
greaterservice to Congress.” 

Mr. White: I think the thing shoule be ignored, excent for that 
statement. Buf I think there should go forward a public letter or 
letter that will be made public on that one point. and ignore every- 
thing else, what evidence or instances he would have of any duress 
of that character having been used. If you are able to get a reply 
from him that there hasn't been any, then you are taking the one 
point away from him that vou want to take away from him, and I 
think the rest can be safely ignored publicly. _ 

Whether it should be ignored at the Congressional level depends 
on the judgment of men as to how much talking there is around there. 
But Knutson, after all, is not very representative. 

Mr. Gaston: They are dealing here with a constant. la 

Mr. Paul: Shouldn't we have Surrey in on a conference like this? 

(The Secretary requests that Mr. Surrey attend the conference.) , 

Mr. Gaston: They are dealing with something here which is within 

i "tional prerogatives of Congress to make reorganization by 
the constitutional preroga : = ee sol 
legislation. The Department is set up by legis ation; 1t can be split 
by legislation. Up until the time when they ask our opinion, prob- 
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ably we would just be sticking our necks out to offer any opinion on 
the subject to Congress, but this statement here does require some 
notice. He should be asked to supply any instances. We don't know 
ofany. If he knows of any, we would like to hear about them. 

_ Mr. White: There are a lot of good arguments that one could give, 
just arguments, for not separating the two Bureaus, but this is cer- 
tainly not the time to do that, I shouldn’t think. 

H. M. Jr: I have a suggestion, too. 

Stop squirming. What have you got? 

Mr. O'Connell: I don't understand why the Department should 
take any notice of this at all. You have a statement in the press by 
a ranking Republican member of the Ways and Means Committee in 
a political year. It seems to me you suouldn’t pay any attention un- 
less you are asked. “Why, it is just nonsense,” is the answer to a 
press conference. 

Mr. White: They are accusing the Treasury of using duress. 

Mr. O'Connell: We have nothing but an invitation to a squabble 
by a dope. 

Mr. Gaston: As to the main burden, I agree with you. 

H. M. Jr: Mr. O'Connell, I think that is a highly partisan remark! 

Mr. Sullivan: Don’t worry, he looks like a gnome, but he is more 
than half fox, that Knutson. 

Mr. Blough: He doesn't actually say that the Administration is us- 
ing the threat of unwarranted investigation of income taxes. He 
just says it will prevent them from using 

Mr. White: But if you can get him to say we haven't used it in the 
Jast 
i Mr. Gaston: If you can get him to say that Mellon did it and Mor- 
genthau didn't, that would be very good. 

Mr. White: It is probably true. 

Mr. O'Connell: That is a real definition of an optimist. 

(Mr. Surrey entered the conference.) 

H. M. Jr: Surrey, how do you think the Treasury should handle 
this statement of Knutson's? I go on the assumption you have read 
it. 

Mr. Surrey: I have read it, I don't think I have formed any defi- 
nite conclusions on it. 

H. M. Jr: Think out loud. 

Mr. Surrey: Well, basically, he is just dead wrong, and it is for 
political reasons. I don’t think he would want it or anybody would 
really want this who knew anything about the tax field. I think most 
informed tax people would not want the Bureau divorced from the 
Treasury Department. I think, on the whole, in the last years, the 
Treasury, as far as its dealings with taxpayers and tax attorneys are 
concerned, has been better than the Bureau of Internal Revenue. 

Mr. Sullivan: In what way? 

Mr. Surrey: It has, I think, a more objective attitude toward mat- 
ters, simply because it isn't involved in the day-to-day handling of 
cases, 

Mr. Gaston: Less bureaucratic? 
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Mr. White: Why argue the merits as to whether Internal Revenue 
should be with the Treasury at this point? 

Mr. Paul: The question here is whether we should say anything. 

(Mr. Hannegan entered the conference.) 

H. M. Jr: Good morning. We are discussing Knutson’s letter this 
morning. We thought we would get the benefit of your non-political 
advice, because most of the people around here say it is purely political, 
We want an unbiased opinion. b 

Mr. Surrey: It is purely political and Stam is also involved in it. 
It deals with the Chief of Staff of the Joint Committee. 

H.M. Jr: It mentions him? 

Mr. Surrey: No, but I think he is involved in it. He has told 
me that there is something coming off in 1944 which we won’t like. 

Mr. White: It must be the election. 

Mr. Bell: My. Parkinson, our friend, President of the Equitable 
Life Insurance Company, made a speech, I think, three or four months 
ago, in which he advocated this separation of Internal Revenue from 
the Treasury, and I am not so sure that Ruml didn't follew it with 

a speech, also. I have a faint recollection that Ruml did make such 
astatement. Iam sure that Parkinson made a speech on it. 

Mr. Blough: Brookings Institute three or four years ago issued 
a stuay in which it recommended a separation of the Bureau and the 
Treasury. 

Mr. Bell: That was Daniel Selko. Nobody paid any attention to it. 

H. M. Jr: May I say something? I don’t think Mr. Knutson 
would have made that statement unless there had been a conference 
¡with Republican leaders, or Mr. Spangler had been consulted—what- 
‘ever their steering committee is. 

¡ I dont think he would have made it unless they had counted noses 
and were pretty sure they had the votes, both of the Republican and 
¡Democratic 

Mu Sullivan : That was my reaction, . 

H. M. Jr: This isn’t any Just trial balloon. They have got a well- 
organized machine. They make these things—I mean, they watch 
the President like a hawk and all these things—I think it is like a 
chess game. They are plotted. I don’fthink you can say it is Stam, 
or this or that person. I think you are right up against the National 
Republican Committee, and this isan important move. I don’t think 
you can brush the thing off lightly. 

Now, I would like to make a suggestion, not on the question of the 
Bureau, but on the question of this innuendo, and that is that we 
ask whoever this year’s chairman of the Joint Committee on Taxa- 
tion is to convene this thing and that we would like Knutson in at that 
time before the Joint Committee on Taxation. 

Mr. Sullivan: That is a corker. 

H. M. Jr: To place his evidence that we have used this Bureau in 
any way unfittingly, and give us half a chance to answer it. Let this 
be an open hearing. 

` Mr. Sullivan: Swell! 
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H. M. Jr: See? That we would like to have, by page and para- 
graph, anything that the Treasury has done. Here is the ranking 
Republican member; here is the Committee. All right, lay the facts 
before him. 

Mr. Sullivan: And he isa member of the Committee. 

H.M.Jr: Yes. 

Mr. White: I think they can make much more out of that forum, 
even though they haven’t anything to go on, than they could in a 
letter. A letter is in writing. It cannot be too long. They have to 
meet the issue as you would phrase it. But you let those fellows get 
up there and ask questions, and each take turns, and each help the 
other out—they can make nothing seem like a whole lot by the very 
innuendoes in their questions. 

They are smart that way, and I think to give them a forum would 
not be quite as desirable as getting in a letter. If it weren't possible 
to ask them to reply in a letter, then a forum would be the next best 
thing. But I think as against a letter, I would be a little bit afraid of 
a public hearing. 

H.M. Jr: Tam not afraid of it. 

Mr. White: Iam not afraid that they have any facts, but they don’t 
need much facts. 

Mr. Gaston: I have a good deal of sympathy with what Harry 
says. They won't necessarily confine themselves to questions of mis- 
use of our investigative powers to threaten and oppress them; what 
they do is get all of the taxpayers in the country to stir up a lot of 
smoke and general complaint, and lead off into a thousand directions. 

Mr. White: And look at the play it will get in the papers. 

Mr. Gaston: A Field Day of attack on the Treasury. 

Mr. Bell: One hundred and forty million taxpayers; you can cer- 
tainly get a lot, too, to put in complaints. : 

Mr. O'Connell: What could we assume the next move would be if 
we did nothing? 

H. M. Jr: Introduce a bill. 

Mr. Paul: It spoke, in this article, of the possibility of putting it 
in this bill. 

Mr. White: Look, they hepe the Republicans do get in. They 
certainly aren't going to divorce the two during the Republican Ad- 
ministration. <A bill wouldn’t be passed until the middle of the year. 
It wouldn't go into effect until toward the end of the year. Don't 
they believe they are going to be elected ? 

Mr. Paul: They are talking about putting it in this bill. 

Mr. White: For what purpose, because they really want to sepa- 
rate it, or want the thing discussed ? 

Mr. Surrey: I dont think any Republican Secretary would stand 
for it. Knutson, I know, goes off without consulting a lot of people. 
You may be perfectly right in this situation, because there is always 
an outside chance he went off on his own. He doesn't always carry 
his Republican members. 

H. M. Jr: To answer Harry, if the Republicans got in they could 
perfectly well say, “We will do this now, but as soon as we get back 
In, We wil] put the two together again.” 3 
„Mr. White: Even with politics being what they are, that is a pretty 
difficult thing to get away with, publicly. 
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H. M. Jr: You would be surprised what they will get away with 
if they get in. 

Mr. White: That is why they won't want them separated. _ 

H. M. Jr: Mr. Hamnegan, you have heard all this illuminating 
conversation. What is your own idea? , 

Mr. Hannegan: It is all kind of new to me. I know nothing about 
it other than reading the article in the newspaper, and things that 
just come to me, hearsay or gossip. You want my general idea of it? 

H. M. Jr: Yes, and if you have any good gossip, let's have it. 

Mr. Hannegan: Well, of course, I was over before the House 
Committee after I was here—the fourth day after I was here—and 
they wanted to have Tim Mooney, and myself, and Doc Atkeson, 
express our views on some matters which were matters of policy, 
and we told them that those were matters for the Treasury to decide. 
We weren't a policy-making group. So I think Knutson, particu- 
larly, said, “Well, now, we know that you are going to make that 
statement, but we want to get your own views. We don't want the 
views of the Treasury; we like to get it frem you people over at 
Internal Revenue. Can't you just write up some suggestions and 
give them to us direct?” 

Of course, Stam was staying in the background and told them no, 
that that wasn’t the practice. I just know, of my own knowledge, 
that he did at that time make a statement which indicated that he 
had some feeling against the policy that was pursued here. 

But I would gather—and I can't put my finger on it—that there 
probably is some definite movement to try to divorce the Internal 
Revenue Bureau from the Treasury, that they might make a sincere 
effort. But it seems to me we ought to be able to find that out. 

We ought to have some contact in the Ways and Means Committee 
among the Republicans and the Democrats to find out whether you 
should pay any further attention to it, or what steps you should 
pursue. 

He starts off in his article in the newspaper—the first two or three 
paragraphs are all purely political. 

Mr. Paul: The trouble is that most. of them are away now, Bob. 

Mr. Hannegan: Ought to be able to find out in a hurry just 
whether there has been any conference. You ought to be able to find 
out from the Republicans whether there has been any conference, 
whether the Republican National Committee is going to get behind 
a concentrated effort. 

Mr. White: But what he says will be picked up and repeated in all 
places looking for things to pick on. 1 think the matter ought to be 
picked up at once either through a meeting or a letter, but I don't 
think it can wait until discussions go on, because it wil] spread over 
the country, in my judgment, rather hurriedly. I notice the Wash- 
ington Post gave it on the front page. 

Mr. Paul: The Times did. ' 

Mr. Sullivan: Too good a spread for just a casual release, 

H. M. Jr: The Tribune put it on the front page. i 

Mr. Blough: Not necessarily, John. This is a dull time and almost 
any tax story can get publicity. Everybody is at home. Knutson 
is in the habit of shooting his mouth off. That may be a plot, but not 


necessarily. 
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Mr. Gaston: It is worth the play without any plot behind it at all, 
I .can assure you of that. The ranking Republican member of the 
Ways and Means Committee comes out with a fundamental Govern- 
ment reorganization proposal. It is worth a first-page play in any- 
body's newspaper. But I can’t conceive of any agreement of Repub- 
licans on the Committee, and Democrats, to support anything of this 
kind, and permit it to come out as a partisan proposal. Tf it were 
something that was actually likely to go across, it would be much more 
likely to come from one of.the Democrats. 

H. M. Jr: No, they wouldn't do it. I disagree with you. It just 
depends on how sore*the Democrats are at us. If they are as sore as 
they seem to be, they might perfectly well say to Knutson, “Go ahead, 
and we will go along. Actually, we can’t do that, openly.” 

Mr. Gaston: If we were to make any public reply to the major pro- 
posal, it would be along this line: “I am not going to be deterred from 
protecting the interest of the taxpayer against the war profiteer and 
others by any threat to split the Treasury Department.” But I don't 
think the time is here for that sort of statement yet, because that is 
what this obviously is: “You fellows better behave yourselves and pipe 
down now, or this is what we can do to you.” 

Mr. White: But that has got to wait, it seems to ine, for a reply 
to a more serious charge by a member of the Committee most con- 
cerned with that matter. To be sure, it isn’t a direct charge, but the 
wall is very thin between the direct charge and the implication. 

Mr. Sullivan: Just as close as you can get. 

H. M. Jr: Paul, is there any way you can do what Hannegan sug- 
gests—find out? 

Mr. Paul: I don't know, because I don’t know which members are 
here. There are certain people with whom our relationships are 
pretty good. For:instance, of course, there is Cooper, but I don’t think 
he is back yet. There is Robertson, there is Carlson, there is Wood- 
ruff—he is a Republican. 

Mr. Bell: Dewey. 

Mr. Paul: No, I don't think 

Mr. Surrey: We wouldn't know. They don't like him very well, the 
others. 

Mr. Bell: Mr. Secretary, is*there any objection to having Doughton 

-and George and Barkley and McCormack in a conference in your 
«office, asking them two questions: One, do vou have to pay any atten- 
‘tion to this suggestion from Knutson; and two, should you write him a 
letter, in view of the implications, and ask him to give'us the cases? 

H.M. Jr: Unfortunately, I don't think [could get the four of them 
together, but what 1 wonld suggest, unless it is too obvious, the last 
time I talked to Doughton he asked why I never saw him. I could 
call up Doughton and ask him to come down and have lunch with me, 
unless it seemed too obvious. 

Mr. Hannegan: I think this article that was in the Post, the first 
two or three paragraphs would indicate his action is purely political, 
and I think, rather than for you to take any step at all, the answer 
now would be first to find out whether there is a united effort on the 
part of Democrats and Republicans to go ahead with this. If there 


isn't, I wouldn't lend any more importance, or dignify it by any 
effort on your part. 
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H. M. Jr: Do you see any reason why I shouldn’t have Doughton 

here? 

Mr. Paul: No, I don't see any, do you? f 

Mr. Hannecan. I wouldn't have him. They would think that you 
were so concerned about it you were sending for him. He ought to 
send for you and tell you. He ought to find out about it. We ought 
to be able to get it in some other way. 4 

Mr. Blough: What you ought to do is get Doughton down here 
to talk about renegotiation. I understand Doughton, from some press 
comments, is not hostile to the Treasury approach on renegotiation. 

H.M. Jr: IfI called him up today, he would say ; ' 

Mr. White: I don’t think, Mr. Secretary, you ought to be in on 
any discussions. It shouldn't reach that high. It should be somebody 
else who should make inquiries. Part of this is done just to needle 
you and put you on notice. They think they have had initial success, 
They will follow it up. I am inclined to think it should be for- 
warded down. 

Mr. Paul: Thereis a good deal in what Harry says. 

H.M. Jr: Will you take on to find out from some Democrats or 
Republicans who are in town ? 

Mr. Paul: 1 will try. I don’t know how many are in town. 

H.M. Jr: Will you make the effort? 

Mr. Paul: Oh, sure; I will try that. 

H.M. Jr: Afterall, you are my contact with the Committee. 

Mr. Paul: I just want you to understand that we may not be able 
to find out anything for two or three days, beause our best contacts 
may not be here. I would just as soon go right to Knutson. 

H.M. Jr: Lam giving you the task. You undertake it. Let me 
know, will you? Then we will see. 

That is all I have got. 

Mr. White: The Russian delegation is coming at ten o'clock. Will 
you excuse me? 


H. M. Jr: Go ahead. 


(Book 691, pp. 50, 51) 
a JANUARY 5, 194. 

At about twenty minutes to seven Tuesday night I received from 
the Treasury, a letter from Cordell Hull, which had arrived at the 
Treasury at 6:10. Enclosed with this letter was the original of a 
memorandum from the President to Hull which said, “I am enclos- 
ing herewith a message for the Generalissimo, which I wish you would 
read and send. 

“I am also enclosing a copy for your files. (Signed) F.D.R. 

I then, in about fifteen minutes, got hold of Miss Tully and told 
her about Cordell Hull's letter which made a number of suggestions 
and changes, and asked what did she think that I should do. So she 
said, “Well, I remember the memorandum from the President to Hull. 
He didn’t ask him for any comments.” And she seemed very much 
surprised to think that the message hasn't gone forward because it 
was sent to Hull on the afternoon of January 2nd; at least, thats 
when I received my copy and I suppose he received his also. I then 
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got the Secretary of State who had called me earlier, on the phone 
and told him that 1 had no comments to make and that this was some- 
thing between him and the President. If he wanted to have it 
changed, he should take it up with the President. So he said. well, 
he wouldn't do that, and that Hornbeck had raised the question and 
if I didn’t want to do anything about it, he would forward the mes- 
sage. So, I said, “Well, do you want it tonight?” He said, “No, 
tomorrow morning would do.” He first said to send it down to the 
State Department. Then Y said, “To whom?" And he said. “Well, 
let it go until the morning and send it to me in the morning. That 
will be time enough.” > 

To me it is one of the most striking things I have ever heard of. 
Here the President of the United States requests Secretary of State 
to forward a message to the Generalissimo and he, Hull, tries to block 
the President and have it changed. T asked Miss Tully if this had 
ever happened before and she said, “No!” And she kept repeating, 
“We didn’t ask Hull for any comments. We just asked him to send 
it.” Then she said, “Please let me know what happens in the morn- 
ing. I'd like to know when this message goes forward.” 

If this happens to the President, it 1s no wonder that Sometimes 
my messages don't go forward for weeks and also that I don’t re- 
celve answers from them for weeks. 

To me the whole performance is just outrageous. 


(Book 691, pp. 104-110) 
JaAnwary 5, 1944. 
3:30 p.m. 


Lenn-Lrase Ix Reverse, Russia 

Present: 

Mr. Paul 

Mr. White 

Mr. Luxford 

Mr. DuBois 

Mr. Friedman 

Mr. Glasser ə 

Mr. Taylor 

Mr. Aarons 


H.M. Jr: Oh, I havea lot of people. 

Mr. White: This needs an apology. 

H.M. Jr: Ihave been misled. 

Mr. White: PH say we have. 

Mr. Luxford: You are missing ot on a swell argument. 

Mr. White: We have been working the last week very intensively, 
as you can see from the results, under the assumption that the Presi- 
dent had asked you to prepare something in a hurry, so we prepared 
three agreements, some memoranda, and that sort of thing. We did 
not learn until this morning by accident that that was not the fact, 
although 1 just asked Mr. Glasser and Mr. Bernstein again. If their 
memories serve them correctly, our information was at least partly 
correct if not altogether correct. 
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However, 1 wil] let them speak for themselves. 

H. M. Jr: Well, the fact is that I said I was sure that when the 
President came back he would ask me. 

Mr. Glasser: I misunderstood. I thought that you had seen the 
President and he had told you, as I recall ‘the conversation, that 
everyone he saw had asked for aid, and that Russia was one of the 
countries. Then, of course, that same day you brought up the ques- 
tion of the Chinese loan, which the President had also asked about. 

But in the morning session, I had the impression that the President 
had asked you what you could do. A n 

Mr. White: Anyway, that is the delusion we were laboring under. 

H. M. Jr: So much has happened. Let me just think a minute. 

Well. anyway, it is not very important. The thing that 1 wanted 
was a plan, whether the President asked for it, or I did. e 

Mr. White: The form of the memorandum is done, that is all. But 
we have kept it as a memorandum from you to the President, and so 
it is drawn a little more carefully than would have otherwise have 
been the case. 

Mr. Glasser: I think notes were taken at the meeting and Miss 
Chauncey is looking up a copy. 

H. M. Jr: She is, as to what the instructions were? I would like 
to see them. How long ago did you ask her? 

Mr. Glasser: About five minutes ago. 

H. M. Jr: Did you tell her which side I wason? (Laughter.) 

Mr. Paul: Are there two sets of notes? 

Mr. White: 1 would suggest that you might want to read it, with 
that explanation of why it is written in that form. The Legal Di- 
vision has drawn up several agreements. 

H.M. Jr: I hope I am wrong. 

Mr. Wuite: Well, you mean you hope you are right. 

H. M. Jr: I hope Iam wrong in the sense that the President doesn't 
pant it. What are you fellows going to do while I sit here and read 
this ¢ 

Mr. Warte: We are not in agreement. There has been quite a dis- 
cussion. 

Mr. Paur. You gave him the Legal one, didn’t you? 

Mr. Winte: No, I gave him mine. That is yours. (Laughter.) 

Mr. Luxrorp: He knows all the techniques. 

Mr. Wite: No, there is a difference which is pretty important. 

(Miss Chauncey entered the conference.) 

H. M. Jr: Miss Chauncey, you don't know which side you are on, 
but what were my instructions? 

Miss Cuatncey: Here it is. (Hands the Secretary record of meet- 
ing of December 17, 1943 entitled “Lend-Lease in Reverse, Russia.) 

H. M. Jr: (Reading) “I don't know whether I told Harry or not, but 
the first thing the President said this morning when he came back— 

he had a word for everybody. He said to me, ‘Everybody wants 
money, so 1 would like to be a little bit forehanded, using Russia as an 
le—— : . 
Pee Wue: You are right. 
Mr. Guasser: I misinterpreted that. 
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H. M. Jr: Icansee that. He said, “Everybody wants money.” 

I said, “I want to be a little bit forehanded.” Technically, I am 
right, but I can see where you were. 

r. GLASSER: I misinterpreted. 

H. M. Jr: Most likely you wouldn’t have worked so hard if you 
hadn’t. That is all right. 

Mr. Wurrr: I told him the story. It makes a difference who says it. 
One man says, “You know, Bill Jenkins is going to retire for five 
years.’ 

His friend says, “Bill has been telling me that for a long time.” 

The fellow said, “Yes, but this time the Judge told him that.” 

But there is a basic difference which I am sure if you want to go into 
it you will want to hear both side of the approach. 

H.M. Jr: You are going to give both sides? 

Mr. Wire: We can each give both sides, but each can give his own 
side better, probably, but what we have—let me say briefly, what we 
have isa way todoit. There are two ways to do it, and there is where 
we disagree on which is the better way to do it, one through lend-lease, 
and the other through a loan. There is a memorandum setting forth 
the reasons why it is important to do it all together, what the political 
and economic advantages are that accrue from aid of that kind at 
this time. That was the memorandum from you to the President, 
pointing out that it could be done two ways, and indicating briefly 
the advantages of each way, the relative advantages of each way. 

H. M. Jr: Well, I would love to read it right now and then ask 
questions. 

Mr. Winter: Fine. You don't mind if he reads that one? It is a 
little more objective. (Laughter.) They would agree to that. 

H. M. Jr: Iam not so much interested in whether it is lend-lease—— 

Mr. Wurre: That is right. On the reasons, the advantages, and so 
forth, we are in almost identical agreement. 

Mr. DuBois: It isn’t so important, Mr. Secretary, whether it is lend- 
lease or a loan. The really important issue is whether you go to Con- 
gress first or do it under existing authority. 

Mr. Luxford: There is a further very important alternative now, 
and that is ə 

Mr. White: They are beginning to argue their case. 

Mr. Luxford: There is a third alternative right now as to whether 
this is the psychological time to try to do it, in view of the fact that if 
you fail, there may be major political and military repercussions from 
that. 

‘Mr. White: But we are in agreement; that is the psychological 

H. M. Jr: I would like to draw your attention to the United Press 
story out of Moscow about the Pravda calling Willkie a double-talker 
and that they are sick and tired of having him talk one way about 
Russia and out of the other side of his mouth against Russia. Pravda, 
is that the name of the paper? 

Mr. White: Out of which side of the mouth is he talking against ? 

H. M. Jr: Both sides. Pa 

Mr. White: An article in the New York Times Magazine? 

s Ae a Jr: That is what they are jumping him about. They referred 
0 that. 
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Mr. White: That surprised me. 
H. M. Jr: It is on the ticker. It came out this morning. Ask Miss- 
McCathran forit. 

Mr. White: Would you like it read out loud? 

H. M. Jr: I think I can read it quicker. (Reads “Memorandum for- 
the President,” copy attached.) ‘ | 3 

Well, the part that interests me more than this—the thing that I 
think, Glasser—towards the end—if you were there, what kind of 
business could we do? et 

Mr. White: We have that in the agreement, but we can give it to 
you orally. 

Mr. Paul: It is on page four. 

H. M. Jr: It interests me more. May I ask for the studies of what 
that trade was? 

Mr. Glasser: Well, we have summarized the information in that 
document. 

H. M. Jr: Yes, that isn’t very good. 

Mr. White: We have all the information that you could possibly 
want already in memos, but we can give you the gist of it, which indi- 
cates that that is quite a secondary matter. There are certain raw 
materials which they produce which would be included in the agree- 
ment to the extent that we would say that they must sell us up to— 
we have the amounts—each year of those following commodities at 
reasonable world prices. Those commodities include oil, timber, and 
other materials. That is about all you can put in the agreement about 
them, because anything that we wish to buy would have to be done on 
an individual scale. 

We don't have a Government agency that buys things and stores 
them beyond these strategic materials which we have enumerated, 
manganese, timber, oil, some industrial diamonds, and about a dozen 
items. 

H. M. Jr: What I don’t have—maybe you have it. I remember it, 
and Haas ought to be in on this thing, because he did a job for me in 
the early days. It is still there, what the exports were. You could 
certainly find out what he did. 

Mr. Glasser : I have something here. 

H. M. Jr.: They are grossly exaggerating what the Russian export 
business could be. The point that. I want to get at is, I want to know 
whether if they went back to their peactime thing how much it would 
amount to. 

Mr. White: A very small proportion, small compared to the mag- 
nitudes we are talking about. 

Mr. Glasser: May I read this? “During the period of average an- 
nua] U.S. imports valued at two and a half billion dollars, only 
twenty-five million were spent for imports from U.S.S.R., whose total 
average annual exports for the—” 

H. M. Jr.: Which country? | f 4 

Mr. Glasser: During the period when we were importing a total of 
two and a half billion. we got only twenty-five million from Russia. 

(The Secretary held a telephone conversation with Grace Tully, as 


follows:) . 
° [Not printed. J 
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(Book 692, pp. 107-109) 
Treasury DerarrMeNT Division or MonerarY RESEARCH 


Date: January 10, 1944, 
To: Secretary Morgenthau 
From: Mr. White 

I think you will be interested to see the attached reply from Dr. 
Kung to your New Year's message to him. 

H. D. W. 

Plain 
CHUNGKING VLA N.R. 
Dated: January 7, 1944 
Rec'd 10:42 a.m. 


SECRETARY OF STATE, 

Washington. 

37, seventh j 

To Secretary of Treasury from Adler. 

Dr. Kung has asked me to transmit following message. “Dear Mr. 
Secretary, I have much pleasure in acknowledging receipt of your 
kind New Year's message through Mr. Adler and to thank you for the 
deep understanding and the warm friendship which you and the 
American people have for our government and people and which has 
helped to sustain us in our efforts to solve oúr difficult wartime prob- 
lems during these past few years. Ej 

“We appreciate the spirit of good will and confidence shown both by 
you and your Department in dealing with matters which are of mu- 
tual interest to our two countries and I wish to assure you that we 
shall cherish and promote this spirit of close collaboration. 

“T also desire to take this opportunity to thank you for your cordial 
message on my completing ten years in office as Minister of Finance 
and to tell you how much I value your friendship and the privilege of 
working with you during these ten years. With best personal regards, 
yours sincerely H. H. Kung.” 


j Gauss. 
RR 


(Book 693, pp. 54-56) 
Treasury DEPARTMENT ÍNTER- OFFICE COMMUNICATION 


Date: January 11, 1944 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject: China. 

1. At meeting, which I attended on your instructions, held in Mr. : 
Hornbeck’s office on January 6, 1944, attended by high officials of 
State, Army and Foreign Economic Administration, the State De-. 
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partment raised the question of accepting immediately the Chinese 
offer to sign reverse Lend-Lease agreement. It was the feeling of - 
the State Department that, if possible, the supplementary financial 
agreement. initiated by General Somervell which provides for the 
United States Government obtaining local currency to meet expendi- 
tures in China should be signed simultaneously with the general 
reverse Lend-Lease agreement, but, that if the Chinese were unwilling, 
the reverse Lend-Lease agreement alone should be signed. | 
2. General Clay informed those present that the Army, in the per- 
son of General Somervell, had promised you that the Army would 
not do anything with regard to any problem on expenditures in China 
until they had heard from the Treasury. I indicated that the message 
to President Chiang Kai-shek, which had been the basis for your 
request that nothing be done until President Chiang Kai-shek had an 
opportunity to reply, had been delayed. ' Both the Army and the 
State Department indicated keen desire for a decision on this matter 
in the immediate future. 

3. There is also a cable to us received from the Treasury disbursing 
officer in China relating to the purchase by the various United States 
agencies in China, including the U.S. Treasury, in the black market 
of yuan needed for United States Government expenditures. The 
question raised is whether or not the Treasury should instruct its dis- 
bursing officer to discontinue dealing in the black market and return 
to the use of local currency obtained at the official rate. 

4. The Chinese Government has refused the Treasury’s request for 
a special rate of 100 to 1 instead of the present official rate of 20 to 1. 
In the absence of the President’s communication to the Generalissimo, 
we would have authorized expenditures in U.S. dollars and had al- 
ready informed the Chinese Government of this, 

5. We feel that a decision both with regard to the reverse lend-lease 
matter and the use of U.S. currency to meet expenditures in China 
ought to be made by you very soon. It is the Treasury that is now 
holding up further action on both of these matters. How long should 
we wait to hear that the Generalissimo has replied to the President 
before we make a decision on what to tell the Army and the State 
Department? 


e 


Treasury DEPARTMENT Inrer-Orrice CoMMUNICATION 


Date: January 11, 1944 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Expenditures by U.S. Government ugencies in China. 

1. The U.S. Army in China is meeting its expenditures for pro- 
curement purposes by obtaining yuan at the official rate of exchange 
of 20 to 1. These expenditures probably account for more than 80 
percent of total U.S. governmental expenditures in China which are 
now in the magnitude of about $25 million a month. 

9. The Army has been paying its personnel in China for more than 
a year and a half with U.S. currency which is then exchanged by the 
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soldiers in the black market-for yuan at rates between 70 to 100 yuan 
to the dollar. 

3. The Stats Department, since November, 1943, has used U.S. cur-’ 
rency to pay Embassy personnel and probably to meet operating 
expenses. This U.S. currency is, of course, sold on the black market. 

4. The Navy Department is meeting its expenditures in China by 
obtaining local currency at the official rate of exchange but the Naval 
Attache in Chungking, China, has-already requested permission to 
sell. U.S. currency on the black: market to obtain Chinese currency for 
general operating expenses. 

5. The U.S. Treasury's disbursing officer in China began, on Decem- 
ber 31, 1943, to use U.S. currency to meet payroll. This Treasury 
officer is disbursing for other agencies such as Foreign Economic 
Administration, as well as for the Treasury. He has raised the ques- 
tion as to whether he should continue to use U.S. currency and has 
reported that Foreign Economic Administration now wishes to have 
all their accounts paid at the black market rate. 


(Book 693, p. 115) 
January 12, 1944. 


11:30 a.m. 
(The following was typed from a transcriber disc dictated by a 
subcommittee staff member from the Diary page:) 


Grour MEETING on Loans TO CHINA 


Present : 
Mr. Bell 
Mr. White 
Mr. Friedman 
Mrs. Klotz 4 A 
H. M. Jr: Harry White has an opinion on everything but this. 
Mr. White: This is Dan's side. 
Mr. Bell: That is where I got Harry unguarded. (Laughter.) 
Mr. White: I also think it is time we moved substantial amounts 
from Fort Knox up to New York. 
H. M. Jr: But you don't anssver me. ] j 
Mr. White: Dan knows much more about these deficiency bills than 
I do. If it is all right with Dan, it is all right with me. * Shouldn’t 
we move more gold? : 
Mr. Bell: That is what I am talking about. I am talking about Fort 
Knox to New York. 
H. M. Jr: Where have you (White) been? Come back from Mos- 
cow and join us. i 
Mr. White: I though you were still on the Denver tax thing. 
H.M. Jr: Do you want to doit all over again? 
Mr. Bell: He agrees with me. 
Mr. White: I think you could very easily justify it. 
H.M. Jr: Where are you, Friedman, on this? 
Mr. Friedman. That isnot my department. (Laughter.) 
Mr. White: It isn’t far east enough. 
H. M. Jr: I will assert myself as Secretary of the Treasury for once 
and say yes. 
Mr. Bell: Thank you. That is all we want to know. 
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(Book 695, pp. 51-56) 
January 18, 1944, 
5:00 p.m. 
Cuina Loans 
Present : 
Mr. White 
Mr. Friedman 

H. M. Jr: Harry, I haven't had a chance to read this cable. I 
glanced at it. It is just commercial; I read that much. (Refers to 
cable of January 16, 1944, from the Generalissimo to the President.) 

You or Friedman could give me the points. 

Mr. White: What he is, in effect, informing the President, both 
directly in his telegram, and through the Ambassador in the Am- 
bassador’s own dispatch, is that he turns down flatly the suggestions, 
and says that there are only two alternatives open to him; one, that 
we buy all the currency we need, and that they supply none. They 
are supplying some, now, after March first, at the official rate of five 
cents. That is one alternative. 

The other alternative is that they get a billion-dollar loan now. 
That is a very drastic cable; it isa very tough cable. 

H. M. Jr: Have you got the Eric Severeid article? 

Mr. White: Soniebody just mentioned that to me. I haven't seen 
it. Luxford has mentioned it to me. 

Mr. Friedman: In the New Republic, I think it was. 

H. M. Jv: No, I don’t think so. 

Mr. White: Luxford told me the gist of it. He said that State 
Department refused to permit its publication, and it presumably was 
an exposé of the complete failure of the Chinese Government to 
undertake any effective steps in the war measure. 

H. M. Jr: Supposing we call their bluff? 

Mr. White: I think the cards are mostly in his hands, Mr. Secre- 
tary, unfortunately. 

H.M. Jr: Well, the billion-dollar loan is out. 

Mr. White: Well, unfortunately, the alternative may cost us more. 

H. M. Jv: Take it from me, I am not going up on the Hill—if you 
don't mind my using some language—and ask the b_____-- for any- 
thing. They are just a bunch of crooks, and I won't go up and ask 
for one nickel. Have you read this book by this Miss Sues, that 


somebody sent me, that has just come out of China, called “Shark’s 
Fins and Millet”? 


Mr. White: No. 

H. M. Jr: Get it? Sheisa Pole. For two years she handled the 
public relations for Madame Chiang Kai-shek. She says what we 
have always known, that he has financed himself through opium. 
The Farmers’ Bank in Shanghai—he turned over the suppression of 
opium to the number one gangster in Shanghai. 

Mr. White: What is this fellow’s name? 

H. M. Jr: Tu Yueh. 

Mr. Friedman: Tu Yueh Seng. 

H. M. Jr: That is enough for me. 
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Mr. White: Tt is very powerful in the whole of China. 

H. M. Jr: Harry, I am not going up on the Hill to ask for a loan. 

Mr. White: No, but I think that this is the unfortunate alterna- 
tive we are faced with, that clearly, on economic grounds, from the 
Treasury's point of view, a loan is not warranted under any circum- 
stances. 

If, on political grounds, the President. wants to make a loan, it will 
have to be considered exclusively on political grounds. 

H. M. Jr: He is not going to do it. Now look, supposing we tell 
them to go jump in the Yangtze River. 

Mr. White: This is the position we are in 

H. M. Jr: Now listen to me a minute, will you? And we go ahead 
and operate on the black market. And I send a million dollars’ 
worth of gold in jewelers’ bars every day to General Somervell. And 
we take our own soldiers and begin to buy the stuff and build these 
fields. What are they going to do about it? 

Mr. White: They can stop that very quickly, because if you had 
to buy only a million now and then you could operate. But you have 
to spend in the first few months, twenty million dollars, and probably 
later more, and all he has got to do is to declare the black market 
illegal and he can—well, he can go as far as he likes. He can shoot 
as many Chinese as he likes. . 

H. M. Jr: Who is he going to shoot? What is he going to use? 

Mr. White: Those big operations would have to involve big people. 
You can't do it in the market. 

H. M. Jr: He is going to shoot whom? 

Mr. White: Chinese. He has cut their heads off on less than that 
on this black market. 

H.M. Jr: Recently? 

Mr. White: It was within six months. But more than that, the 
trouble is that the operations are so large, Mr. Secretary, that it 
would have to involve banks. 4 ; 

H. M. Jr: Well, listen, the first thing to do is to find out from a 
military standpoint whether we can do this thing in some other way. 
Now, maybe we don't need them. By God— $ 

Mr. White: I sympathize yith your reactions. We went through 
just the same thing in the office. $ 

H. M. Jr: The first thing I would do is to send for General Somer- 
vell and ask him what you can do without them. i 

Mr. White: General Clay said that he has got some cards up his 
sleeve. I told him that I didn’t think he was going to get anywhere. 
He said he has some ecards himself that he might be able to play. 

H. M. Jr: Well, I am going to get hold of Somervell. 

Mr. White: It is going to be a conference. You are not going to 
discuss it over the phone, I assume. 

(The Secretary speaks with General Somervell over White House 
phone, as follows:) 

Hello, General. 

Morgenthau. 

Thank you. 
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Have you seen this copy of the cable from Chiang Kai-shek to the 
President ? 
Yes. 
Well, it is a beaut ! a 
Well, I tell you, I think I have an extra copy. If not, I will have 
one made. 
Now he is holding a pistol to our head 4 
What I would like to know, I would like to have a conference with 
you and anybody from the General Statt, and if we don’t come through 
with a loan—I mean, have you any cards we can play ? 
Tam mad as hell. 
I can’t go up on the Hill and ask for a billion dollars’ worth of loan. 
I can’t do it with sincerity and confidence, and I can’t get away with it. 
So the question gets down to a military question. Is this some- 
thing that I have got to stomach and vomit and take it, or have you 
got some way to wiggle out and do something else? 
I will save you that. I will send it to your office. You don’t have 
to send over for it. 
Now, I will hold three o’clock tomorrow unless you have a con- 
ference 
And then if somebody else wants to come 
Now, if the Army tells me thut we have jusf got to, well, that is 
something else. But I hope you are not going to. 
Well, if you and whoever the appropriate officers are, would come 
at three o'clock and just give me the low-down—three o'clock. 
You can leave this office in five minutes. 
Thank you. (End of conversation.) 
[Staff conference resumed. ] 
H. M. Jr: Send that thing over. 
Mr. White: We haven't copies. 
H. M. Jr: Yes, there is a copy there. 
Mr. White: No, two different cables. 
H. M. Jr: Two different cables? 
Mr. White: May I suggest you read these before three o’clock? 
H. M. Jr: Yes, but you have the thing photostated. 
Mr. White: I started to make copies... I have about one page done. 
H. M. Jr: Send it over by Secret Service. Get them to me at the 
house tonight. The man can take it to Somervell and then return it 
to me. 
Mr. White: Secret Service man. 
There is also a letter from Adler, if you will read it tonight 
- H. M. Jr: Tonight. 
He says the situation is the other way around. He thinks we can 
hold a pistol to their head. 
Mr. White: Well, if they can it is military; it is not any other way. 
He has got us in the corner, unless—— 
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(Book 695, pp. 170-174) 
January 19, 1944. 
11:50 a.m. 
Cuina Loans 
Present: 
Mr. White 
Mr. Friedman 
Mrs. Klotz 


Mr. White: This is the letter. (Refers to the Adler letter of De- 
cember 30, 1943.) 

H. M. Jr: I read that. What isn’t clear to me is this: I read this 
cable very carefully; also I read Gauss’ comments at the end. Inci- 
dentally, I want the cable here this afternoon that Gauss sent—on 
December 5, was it? The one that took us so long to get. Was it the 
December 5th cable on the financing? He had an interview with 
Madame Chiang Kai-shek and she was pretty nasty with him, and he 
made the comment they shouldn't have the loan. There is only one 
like it. You can dig it up. 

Now, what isn’t clear to me in this cable is, what is all this talk 
about the Chinese paying for our troops? Are they paying for our 
troops or aren’t they? 

Mr. White: They are giving some food, they are making available 
some material. How much it amounts to, I don’t know. Did they 
ever estimate? 

Mr. Friedman: They claim that in “43 it amounted to six billion 
Chinese dollars. We have never had that confirmed by the Army, but 
that was their figure. 

Mr. White: That is preposterous. 

Mr. Friedman: Six billion Chinese dollars. Well, the total budget 
has a magnitude of fifty to sixty billion. 

H. M. Jr: Could you send word to the Army that when they come 
over, that is one of the questions I am going to ask them? 

Mr. White: Yes. 

H. M. Jr: I mean, what are the Chinese paying? 

Mr. White: They are not paying anything. 

H. M. Jr: They act as though they were financing the whole 
American Army. What are we getting out of the Chinese? That 
is what I want to know. You know this Gauss doesn’t know, either. 

Mr. White: We will tell them you are going to ask that question. 
I will get someone in General Somervell's office. 

H. M. Jr: And tell them I want to know what the Chinese Govern- 
ment is doing for the American Army, and how much. T think that 
is the only thing I have to know, unless you people want to feed me 
something. 

Mr. White: No, I think that the question at this point of know- 
ing how much pressure, and so forth, to bring to bear must be con- 
sidered in the light of very large and final objectives. 

I think that you could take such action that you could either 
push them off or clear up a major hornets’ nest as among the Allies, 
and therefore, any action that is taken must be caleulated in the lieht 
of final objectives. Š 
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H. M. Jr: I know that, by instinct, Harry, but that doesn’t help 
me. What I want to know, what have you got to contribute that 
you know isn't in this cable? , 

Mr. White: Nothing, except that I don't think we can get what 
you need by the sale of dollars in gold if he doesn't wish it. 

And they have got about half a billion dollars here that you can 
do things with if you want to. 

H. M. Jr: All right, then, let's let it rest and don't please say 
anything to the Army. I mean, I would like to hear the Army's 
opinion without our trying to influence them, if you see what I mean. 
What do they think? They have read this cable—what are their 
suggestions? What do they think should be done? 

Mr. White: Is there anything that should be given to the 
Secretary? 

Mr. Friedman: No, the only thing is the fact that the Chinese 
have claimed that they are building—to help in discussion with the 
Army—they claim they are building roads and bridges and provid- 

ing labor which they financed. Thatis about all. 
` (The Secretary gets the weather report over the phone.) 

H. M. Jr: There is a slight front between here and there, but it 
is all right. 

-© Well, that isall. Harry, anything else? 

Mr. White: No, not on this China thing. You have said you are 
go'ng to move very carefully. There are untold possibilities. 

H. M. Jv: If I had never said anything to Ambassador Gauss— 
after all, he said practically not to give them a loan. And when 
Hull objected to my sending this cable I told him to tell it to the 
President. 

Mr. White: Well, I don’t under any circumstance mean to imply 
that I think we ought to have given them the loan, because the 
grounds upon which your recommendation is based are very thor- 
ough. I merely stated that if anything is to be done in any other 
way, that from now on, as you said, you are going to be guided by 
the military and political situation. 

H. M. Jr: Military more than political. I am very curious to 
know whether the Army feels they can gn ahead. 

Mr, White: I mentioned to you what General Clay said, that they 
had a number of cards—I don't know whether I went into detail, 
but he said, in relation to the Lend-Lease goods which they have to 
give, they can either shunt them off to provincial governments who 
are not sympathetic to Chiang Kai-shek, or give them to Chiang Kai- 
shek. I think that is one of the things he had in mind. 

H. M. Jr: Think we ought to have Lauch Currie here? 

Mr. White: I am thinking only of what General Somervell might 


say. 
H. M. Jr: Stimson and Lauch Currie—maybe we had better not. 
Mr. White: I think it would be interesting to hear what General 
Sommervell has to say. 
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H. M. Jr: You might say we are not familiar, over here, with what 
they are doing either through Lend-Lease, or anything else—if he 
would come with the whole picture—— 

Mr. White: Yes, I will mention that, too. 

H. M. Jr: I think the two things I would like him to tell me are 
what the Chinese are doing for the Armv, and what we are doing 
for the Chinese through either Lend-Lease or through the Army. 

Mr. White: How much goods are actually being given to China. 
All right. i APR 

H.M. Jr: How do you feel now? 

Mr. White: All right, pretty good. 

There are just a couple of paragraphs there you might want to 
look at. 

H. M. Jr: I will read that whole thing. 

Mr. White: This is the letter I referred to from Adler. Just one 
paragraph. 


(Book 695, pp. 176-179) 
CONFERENCE IN SECRETARY’S OFFICE, JANUARY 19, 1944, 3:00 P.at. 


Present: 
General Somervell 
Secretary Morgenthau 
Mr. D. W. Bell 
Mr. White 


The Secretary asked General Somervell if he wouldn't review the 
arrangement which they were now trying to make with the Chinese. 
General Sémervell then explained the so-called Somervell-Clay pro- 
posal which was about to be submitted to the Generalissimo along 
with the lend-lease in reverse arrangement. 

The Secretary asked General Somervell whether he had an oppor- 
tunity to read the telegram which the Generalissimo sent to the 
President and the cable of Ambassador Gauss, copies of which Secre- 
tary Morgenthau had sent to teneral Somervell the day before. Gen- 
eral Somervell said he had and had taken up the matter with Gen- 
eral Marshall and Secretary Stimson. He said that they (the Army) 
had decided that they were going to be tough with the Chinese Gov- 
ernment. They were very dissatisfied with the cooperation they were 
getting in China and with the small amount of actual combat fighting 
which the Chinese armies were carrying on. 

The Secretary said that he wanted the Army to understand that 
if they felt that for military reasons they wanted him to get the loan 
for China or any other financial assistance that he would “do his 
damndest” to get it, even though he felt that on economic grounds 
there was no justification for such a loan. . The Secretary said he re- 

. garded military and political considerations and not financial as de- 
cisive in‘this matter. The General repeated :that from a military 
point of view they thought they wanted to be tough in this matter. 
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He said that they had discussed the cable in the War Department 
and had drafted a suggested reply to the Generalissimo's cable to the 
President for consideration by the Treasury. Their suggested reply 
is appended (marked A). i 

The Secretary asked General Somervell how much assistance the 
Chinese were giving to them now. General Somervell said that that 
was difficult to say, that the Army had three types of expenditures. 
They were spending about $750,000 a month for pay of troops, that 
these funds were given in American currency and that the soldiers 
were getting their yuans on the black market. He added there had 
been diffculty on the black market because the day he was there he 
saw a half dozen or so Chinese shot for black market operations in 
Kunming. A second type of expenditure was the expenditure of air- 
ports estimated to run about $20 million a month (at 100 yuans to 
$1 rate). He made clear, however, that they hadn’t spent this money 
yet because the operations were proceeding very slowly. There was 
considerable difficulty getting the aid promised them by the Chinese. 
He said that so long as they did their own hiring and paying the 
Chinese workers did well, but when the U.S. Army relied upon the 
Chinese Government to supply the laborers via contractors they got 
few workers and poor results. The Chinese were, however, supplying 
them with some supplies, the value of which was difficult to estimate 
but was somewhere around US $314 million a month. 

In response to the Secretary’s query on how much we were giving 
the Chinese, he said we had given the Chinese about $340 million of 
Lend-Lease aid up to November 30, 1943. White said that there was 
considerable discrepancy between that figure and the fienre we had 
which was Jess than half that. General Somervell stated that he 
was certain of his figure. White said that he understood that a sub- 
stantial part of the lend-lease never reached China but was stacked 
up in India. The General replied that there is a considerable amount 
stacked up but it is all destined for China. 

General Somervell said that besides we are doing a Tot for the 
Chinese besides Lend-Lease. In the first place we have given them a 
very large air transport system. White pointed out that the reply 
drafted by the Army made additional coacessions to the Generalissimo 
in that it stated that the United States Government was prepared to 
bear all the costs of its own war effort in China including housing 
and subsistence of troops as well as construction. As matters now 
stood the Chinese presumably were making contributions in supplies 

The Secretary asked again how far the Army felt they wanted to 
go in this matter and General Somervell responded that they were 
willing to go to the limit if necessary. They were even prepared to 
stop building airports in China and were ready to approach Japan 
from another direction. The Secretary repeated “Does that mean 
that the Army has made up its mind, that it could use other avenues 

of approach to Japan” and General Somervell said “Yes.” General 
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Somervell added, however, that there were a number of other things 
that could be done before such decision need be made. He said, for 
example, if they so decided, if the Chinese wanted gasoline, the U.S. 
Army could be very sorry but didn’t have any to spare. The U.S. 
Army could also find that it had no space in its planes to carry any- 
thing to China except things needed for the U.S. Army; or the Army 
authorities could decide to build the air fields using only Ameriean 
soldiers; or they could slow down their Chinese program. White 
asked General Somervell whether if they could not get 2 one-cent 
exchange rate they planned to stop construction. General Somervell 
said that they hadnt made a decision on that as yet. If they found 
they could get the one-cent rate they would be willing to compromise 
at 70 to 100 or something like that. 

General Somervell said that they could break Chiang Kai-shek by 
withdrawing American support or if they wanted to with an expendi- 
ture of $100 million by “buying” one of his competitors. Secretary 
Morgenthau asked whether they thought General Chang, of whom 
Willkie spoke so highly, would be a candidate. General Somervell 
said there were lots of candidates. General Somervell also said that 
they felt they wanted the cable answered quickly in view of the March 
1 deadline stated in the Generalissimo's telegram. 

Secretary Morgenthau said that he was leaving town at 4:30 and 
would like to clear the thing with the President before he left. Gen- 
eral Somervell agreed it would be desirable to do so. The Secretary 
then got the President on the telephone and after an exchange of 
pleasantries and apparent commendation of the President of the Sec- 
retary’s speech the night before, the Secretary stated that General 
Somervell, Bell and White were with him and they were considering 
an answer to the cable which the Generalissimo had sent to the Presi- 
dent. He asked the President whether he had read that cable and 
the President said no. The Secretary said it had arrived a couple 
of days ago. The Secretary then very briefly outlined the Generalis- 
simo's cable and said there was a brief rely which had been prepared 
by the War Department and with which we were in general accord. 
He then read the cable over the telephone. When he came to the 
fourth sentence the President said he would not want to use the word 
“unreasonable expenditures” but rather “large expenditures.” In 
the next sentence he suggested that there be deleted the words “and 
to both of our futures.” The President asked about how much was 
being saved by this and the Secretary turned to General Somervell 
and General Somervell said from $300 to $400 million. (Actually, 
Mr. White pointed out after the telephone conversation, if the one- 
cent rate were used the cost would be about $25 million a month but 
if the five-cent rate were used it would cost $125 million a month and 
General Somervell said that as time went on our expenditures would 
increase.) The President said he remembered we were sending them 
about $1214 million of gold a month. White said it was less than 
that. The President said we should tell the Generalissimo in the cable 
that we would send them about. $25 million of gold 

o y ADO goid a month, and also 
that we would spend about $25 million a month. The President said 
that the cable sounded all right to him. aig sa 
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The Secretary asked that after he had cleared it with the State 
Department how did he (the President) want the thing to be handled. 
The President said to send it right along. The Secretary asked 
wouldn't he (the President) want to see it again after we have made 
the changes and before we sent it to the Generalissimo. The Presi- 
dent replied “No” he didn't want to see it again. : 

The President asked over the phone how about the mission and 
the Secretary replied that Chiang Kai-shek had stated that it was 
all right to send a mission provided it had Chiang Kai-shek’s ideas, 
but not to send a mission if they had Morgenthau's ideas. The Sec- 
retary commented in response to a question by the President that 
“youre standing fine with the Generalissimo but my name is mud 
over there.” The President said “Well how about sending Donald 
Nelson over to China.” The Secretary said that would be fine but a 
mission would have to go with Chiang Kai-shek’s ideas, that is you 
will have to be ready to give a loan. The President replied that he 
would not make a loan to the Chinese of a billion dollars. The tele- 
phone conversation ended with Secretary Morgenthau saying that he 
would try to get the cable otf that day. 

Secretary Morgenthau suggested to General Somervell that Gen- 
eral Clay get in touch with Bell and White, and they get in touch 
with the State Department and clear the matter. The Secretary in- 
formed Bell that he would like to have the cable cleared and sent that 
night if possible. General Somervell said he-would get in touch with 
General Clay immediately. 


H. D. WHITE. 


. (Book 695, pp. 181, 182) 
MEETING IN Mr. D. W. BeLL's Orrice, JANuary 19, 1944, 2:00 P.M. 


Present: 
Mr. D. W. Bell 
Mr. White 
General Clay 
Mr. Collado 
Mr. Ballantine 
Mr. Alger Hiss 


Mr. Bell explained that General Somervell had had a meeting with 
the Secretary and had submitted a draft of a proposed answer to the 
Generalissimo's cable to the President; that the Secretary had to leave 
for Cincinnati that afternoon and so had talked with the President 
about the cable and that the President had had the cable read to him 
over the phone and had approved it with some changes, and the Sec- 
retary had asked Mr. Bell to clear it with the State Department. 

Before their arrival White had made some changes in the draft 
approved by the President (the revised draft is appended marked 
B). Mr. Ballantine, after reading the draft said that thiscwas a 
very serious matter and that they would need some time to study-this 
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in the State Department and go over it with his colleagues and Sec- 
retary Hull. He said that he thought that the Army-Treasury draft 
was much too strong an answer and that it would create serious diffi- 
culties. He thought it would be much preferable to send a mission 
to China to settle the problem. 

Mr. Hiss wanted to know what we hoped to accomplish by the 
telegram and what we were prepared to do if the Generalissimo stood 
his ground. 

General Clay replied that there were many alternatives. They 
could either reduce building, or stop building, or send the Generalis- 
simo no more lend-lease goods, or divert some of the military goods 
to some of the provincial generals, or if necessary even pull out of 
China, or just do nothing and continue at a slow pace. 

Mr. Hiss supported Ballantine's position that the course of action 
described by General Clay raised very serious questions and that he 
doubted the wisdom of sending such a telegram. The proposed cable, 
he said, closed the door to further discussion and compromise. Gen- 
eral Clay and White both insisted that this telegram did not close 
the door; that, in fact, it offered additional concessions by oftering 
to bear all the costs of its war effort, and likewise permitted various 
ways of settling the matter. The Generalissimo could meet our terms 
in any of several ways most palatable to him. They further pointed 
out that the door was not even closed from the point of view of the 
rate. It still was possible to decide later to accept some less favor- 
able rate than the one-cent rate. 

Then Ballantine said that he thought that the economic considera- 
tions were minor in this matter and that a step of this character raised 
political questions which Secretary Hull would wish to consider very 
carefully. Bill and White readily conceded that this was so. 

Ballantine added that they would like to have an opportunity to go 
over the draft carefully. White said that is exactly why this meeting 
was called; in order to give the State Department the opportunity to 
present their views and modify the cable and make such suggestions 
and criticism as they wished. 

Mr. Hiss asked whether it might not be almost as cheap to-give the 
whole amount of the loan ms to accept the current exchange rate. 
General Clay replied that there were other considerations than the 
cost involved. There were questions of their relationships with the 
Generalissimo. He added, moreover, certainly the Army hasn't got 
enough money to continue paying at current rates: and that if the 
Generalissimo got this loan it wouldn't be long before he would be 
asking for another one. The General said that the Generalissimo had 
set a March deadline and that of course if the State Department 
wished it could reconsider the matter carefully but the Army felt they 
had to get action quickly because they had little time in which to make 
their plans in view of the deadline which the Generalissimo made. 

General Clay also said that he was reluctant to have General Stilwell 
present the proposal they had formerly agreed he was to present in 
the light of the Generalissimo's reply to the President’s cable, He 
felt that General Stilwell would be embarrassed and “might even be 
thrown out on his ear.” Mr, Hiss replied he thought it ‘might be a 
good idea for General Stilwell to go ahead with the negotiations not- 
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withstanding the Generalissimo’s cable. General Clay disagreed. 
He wanted to know how much time the State Department had in 
mind, when asking for time to reconsider the cable, whether it was a 
question of weeks or days. Mr. Hiss said that they would go right 
back to the Department and take up the matter. Mr. Bell asked them 
if they would let him know whether or not they could give him an 
answer that evening. Mr. Hiss said he would do so. 


HDW: grs. 
1/25/4. 


H. D. Waite. 


(Book 695, p. 183) 


(The following, which is undated, was headed “B” and may have 
been a second draft of a document or part of a document. It was 
typed from a Transcriber disc dictated by a subcommittee staff mem- 
ber from the Diary page.) 

The United States recognizes that China’s resolute war stand has 
rendered her financial situation acute. It is fully prepared to bear all 
costs of its own war effort in China including housing and subsistence 
of troops as well as construction. However, we cannot justify the use 
of a fixed exchange rate while prices are spiraling. Our people and 
our Congress would not understand the necessity for such large ex- 
penditures and American faith and confidence in China would be 
shaken. Such a change in our relations would be very unfortunate. 
This is not in the nature of a commercial venture. It is essential to 
mutual understanding and confidence. We welcome any arrangement 
by donation or under reverse lend lease in which, while we bear full 
costs in American dollars, sufficient Chinese dollars will be made avail- 
able to give a fair and equitable return for our expenditures. 

Dependent upon full cooperation in China, the United States army 
expenditures in China are expected to be about $25 million U.S, dollars 
a month during the next few months. Incidentially, the Air Trans- 

ort Command has agreed to make additional facilities available to 
ae ery for shipment of gold to China so that. we hope to be able to 
ship about $25 million dollars a month.° 
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THe Waitt HoUsE, 
Washington, January 19, 1944. 
Memorandum for the Secretary of the Treasury 


I find a delayed letter from Madame Chiang which suggests that 
the Generalissimo would be willing to send Dr. Kung to Washington. 
Don't you think that would be a good idea and that we should ac- 

t it? 
ve F. D.R. 
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MEMORANDUM For THE FILES 


TELEPHONE Conversation Berweeys D. W. BELL AND GENERAL 
SOMERVELL AND D., W. BELL AND Dean ACHESON, JANUARY 20, 1944, 
11:00 a.m. 


Mr. Bell talked with the Secretary over the phone regarding a note 
sent by the President to Secretary Morgenthau (copy of which is 
appended) raising the question of the desirability of inviting Kung 
here as requested by a delayed letter from Madame Chiang. He then 
telephoned General Somervell about the note and said that the Sec- 
retary, he and White favored the idea of having Kung come to 
the U.S. General Somervell at first thought it would delay mat- 
ters unduly but then agreed that it might be desirable. Somervell 
mentioned that Dean Acheson had called him up and apparently 
indicated that they favored making the loan. Mr, Bell replied that 
he had not favored granting the first $300 million aid and favored 
even less lending them a billion dollars now. He said it was just 
throwing the money down the rat-hole. 

© Mr. Bell then called up Dean Acheson and told him of the receipt 
of the note from the President and said that we thought the matter 
ought to be given consideration this afternoon. Mr, Acheson reported 
that they had talked the matter over carefully at a meeting in the 
State Department that morning and had drafted a proposed cable 
along the following lines: the distance between the two capitals, 
Washington and Chungking, raised difficulties in the path of a mu- 
tually satisfactory arrangement between the two governments and that 
it would be better if an American mission could go to China to discuss 
the various proposals. In the meantime the Chinese Government 
might accept General Stilwell's proposal as a tentative arrangement 
until a more permanent arrangement could be made, Acheson said 
that the cable that the State Department drafted was much more 
conciliatory than the original draft prepared by Army and Treasury. 
He promised to send a copy,of their draft over at once and said they 
would attend the meeting in Mr. Bell's office at 3:00 p.m. that after- 
noon at which the matter could be further discussed. 

H. D. Wurrk. 


HDW :grs. 
1/25/44. > 
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(Book 695, pp. 272-279) 
January 20, 1944. 


Memorandum for the file 
Mererine 1N Mr. D. W. Bews Orrice January 20, 1944—3 :00 P.M. 


Present for War Dept.: 
General Clay 
Present for State: 
Mr. Ballantine 
Mr. Collado 
. Mr. Alger Hiss 
Present for Treasury: 
Mr. D. W. Bell 
Mr. White 
Mr. Friedman 

‘Meeting was called to discuss suggested message from the President 
to the Generalissimo in reply to the Generalissimo’s message trans- 
mitted through Ambassador Gauss. 

State Department representatives brought with them a redraft of 
a reply which had been drafted the previous day by War and Treasury 
representatives. (Copies of State’s version had been sent to Treasury 
a couple of hours before. The State Department’s suggest draft is 
appended hereto and marked “Appendix No. 1”.) 

Treasury representatives indicated that they felt that in effect 
State’s suggested draft promised a loan to the Generalissimo, partic- 
ularly since it spoke of a commission which would discuss with the 
Generalissimo the proposals which he had made. The State Depart- 
ment representatives agreed that in effect. this could be taken by the 
Chinese as a commitment for a loan but they felt not necessarily for a 
loan of $1 billion. 

Treasury representatives indicated that the President, the War De- 
partment and the Secretary of the Treasury all favored taking a firm 
position vis-a-vis the Chinese. The only way a loan could be gotten 
was to go to Congress and tell it that the loan was absolufely neces-- 
sary for the war effort. The President, War Department and the 
Secretary, however, were opposed to going to Congress for such a loan. 
The Treasury representatives stressed that China’s basic consideration 
was to get as many U.S. dollars from us as possible and that they 
would undoubtedly not be“satisfied with such things as a small loam 
instead of the desired big one, although they might be willing to make: 
some compromises. 

General Clay said that this matter had been discussed with the Sec- 
retary of War that morning and that he was instructed to say that the: 
Secretary of War was strongly opposed to the granting of a loan 
and felt that a strong position should be taken and that the War De- 
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partment saw no military reasons for acquiescing to the Generalissi- 
mo's demand. He said that he could go no further and that he could 
not accept the State Department’s version since in effect it meant 
acquiescing to the loan, 

Some discussion was held regarding the magnitude of expenditures 
and General Clay indicated that the Army might well be expending 
about US$800 million during the coming months for the building of 
airports if they had to be built at the official rate of exchange. It was 
pointed out that most of the expenditures in China today are being 
made at the official rate of exchange. E 

The Treasury representatives suggested certain changes in the 
State Department's cable. They suggested that in paragraph 2 of the 
State Department's version, instead of renewing the suggestion to 
send a commission, advantage should be taken of the note which had 
been received by the Secretary from the President to the effect that the 
President had received a belated letter from Madame Chiang Kai- 
shek indicating that the Generalissimo would be willing to send Dr. 
Kung to Washington. It was, therefore, proposed that Madame 
Cliane’s suggestion should be taken up and Dr. Kung be invited to: 
come to Washington to discuss the various financial and economic 
problems involved in the current situation. In this way, it would be- 
possible to avoid accepting the Generalissimo’s proposals, which ac- 
ceptance was inherent in offering to send a commission. The State 
Department supported the idea of the commission on the grounds that 
the commission could recommend a much smaller loan than a billion 
dollars (the State Department was thinking in terms of $250 or 300 
million) and that the Administration would be less embarrassed if 
Congress turned down conmission recommendations than if it turned 
down the recommendations of the Administration. 

Some doubt was expressed regarding the advisability of inviting 
Dr. Kung on the grounds that Madame Chiang's letter might have 
antedated the Generalissimo’s reply to the President’s message. It 
was agreed that this might be the case, but at the same time this was 
no reason why the invitation should not be extended. At most, the 
Generalissimo could reply that the situation had changed since Mad- 
ame Chiang's letter and perhaps he might even stipulate that Dr. 
Kung could come but only t?discuss the proposals which he (the Gen- 
eralissimo) had made. If it was desired at that time to accept the 
Generalissimo’s stipulations, the net effect would be that instead of 
having a commission which would have to deal with the Chinese in 
China, we would have the Chinese come here where it would be much 
easier to deal with them. 

Another suggestion made by the Treasury representatives was that 
instead of ending the cable with statement that “this Government is 
fully prepared to bear all costs of its own war effort in China”, etc. 
a statement could be substituted to the effect that, recognizing the va- 
lidity of China’s claim that the Government was not in the position to 
bear the financial burden of contributing to the maintenance of Amer- 
ican troops in China, this Government was fully prepared to bear all 
costs of its war effort in China, including housing as well as 
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construction, under the type of arrangement that was to be suggested 
by General Stilwell, or any type of arrangement achieving the same 
object that the Generalissimo felt met his needs more appropriately. 

General Clay indicated that he also.did not appróve of the State 
Department's last paragraph since he felt that it might prove to be 
a source of embarrassment to General Stilwell since in view of the 
whole cable General Stilwell might well-be turned down because the 
Generalissimo would be expecting the loan. He felt, however, that, 
as modified by the Treasury, it would be acceptable. 

With regard to the various suggested changes, the State Depart- 
ment representatives indicated that they would be glad to present 
these suggested changes to Secretary Hull and seemed to indicate that 
they themselves were in agreement with the changes. General Clay 
said that he could give clearance to the suggested changes since they 
were in accord with instructions which he had received from the 
Secretary of War. 

Some discussion took place on whether or not delay in making a 
definitive decision at this time with regard to the Generalissimo’s pro- 
posals might place the Army in a position of having started on its pro- 
gram in China and not being able to change its program after two or 
three months. Genera] Clay indicated that once the U.S. Army had 
begun to build these bases nobody in China could stop them, since, if 
necessary, they could use both American supplied labor and American 
troops to protect the airfields. 

The entire cable was then gone over again and various suggestions 
for redrafting were made. Particular attention was paid to the de- 
sirability of not committing the President to a post-war loan as was 
done in the State Department's draft. The cable was changed ac- 
cordingly. The version which was finally agreed to by those present 
and taken away by General Clay and the State Department is attached 
hereto and marked “Appendix No. 2.” 

The point was made by Treasury representatives that Treasury 
understood that the President had made no commitment to the Gen- 
eralissimo at Cairo. 

General Clay said that they would inform General Stilwell of what 
was going on since it was likely that he would be going ahead with 
his own plans. General Clay said thaf he would not wish to place 
General Stilwell in the embarrassing position of being turned down 
by the Generalissimo on the grounds that he had the matter under 

-discussion with President Roosevelt. General Clay also indicated 
that immediate action was desirable on this matter and it was agreed 
by all present to give this matter immediate attention. 
I. S. FRIEDMAN. 
COMMENT 


After the meeting Mr. Bell and Mr. White discussed the desirability 
of having Mr. Bell bring the suggested message in person to the Pres- 
ident for his approval. The opportunity might then be taken to ex- 
plain to the President such things as the uncertainty as to whether 
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the suggestion to send Dr. Kung was actually made by the General- 
issimo since it might have been made by Madame Chiang, and that 
it was also possible that the Chinese would refuse to send Dr. Kung 


except with certain stipulations similar to those placed on a commis- 
sion. 


ISF /efs 1/24/44. 


(Copy) 
Aprrenpix No. 1 


SUGGESTED Mrssace From tite PRESIDENT TO GENERALISSIMO 
CHIANG KAI-SHEK 


I have carefully studied your recent message transmitted through 
Ambassador Gauss, and I fully recognize the extent to which China's 
resolute war stand has rendered her economic situation acute. I am 
fully mindful of the importance of taking every practical coopera- 
tive step to make possible the most active prosecution of the war, as 
well as to make possible an order'y development of China’s industry 
and trade after the war. I think it important that you should under- 
stand in this connection our special problem over here. 

I cannot escape the feeling that because of the distance between us 
and between our respective advisers there may be danger that we 
may fail adequately to work out our common problems and may rush 
into decisions which would not be in the interests of either of our 
peoples. Accordingly, I should like to renew to you the suggestion 
‘which I made in my message of January 5 to send to Chungking a 
small commission composed of individuals of the highest prestige in 
whom I have complete confidence to discuss with you and your ad- 
visers your proposals and the problems to which they give rise on our 
side. If you are agreeable to this suggestion, the commission can be 
despatched at the earliest possible moment so that it may complete its 
work quickly and without causing delay in resolving your problems. 

Meanwhile, I should like to make this specific suggestions: Just 
before receiving your messag® I had approved instructions to Gen- 
eral Stilwell and to Ambassador Gauss to take up urgently with your 
Government the question of our military expenditures in China. 1 
should like to suggest that the formula which General Stilwell and 
Ambassador Gauss are authorized to propose be adopted tentatively 
on the understanding that our Army expenditures in China during 
the next few months can be expected to be somewhere in the neighbor- 
hood of twenty-five million US. dollars each month. In this connec: 
tion I should like to assure you that, on the assumption of full Chinese 
cooperation which I confidently expect, this Goreme is fully 
prepared to bear all cosis of its own war effort in China inclúding hous- 
jng and subsistence of troops as well as construction. 
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(Copy) 
Arrenpix No. 2 


SUGGESTED MESSAGE From THE PRESIDENT TO 
GENERALISSIMO CHIANG KAI-SHEK 


I have carefully studied your recent message transmitted through 
Ambassador Gauss, and T fully recognize the extent to which China's 
resolute war stand has rendered her economic situation acute. I am 
fully mindful of the importance of taking every practical cooperative 
step to make possible the most active prosecution of the war ns well 
as to muke possible an orderly development of industry and trade 
after the war. 

I think it important that you should understand our special prob- 
lems over here. I cannot escape the feeling that because of the dis- 
tance between us there may be danger that we may fail adequately 
to work out our common problems and may rush into decisions which 
would not be'n the interests of either of our peoples. 

I think that your suggestion transmitted to me by Madame Chiang 
that Dr. Kung be sent to Washington is a good one. If he were 
here the various financial and economie problems involved in the sit- 
uation could be fully discussed to the mutual advantage of both coun- 
tries. 

Meanwhile, I should like to make this specific suggestion: Just 
before receiving your message I had approved instructions to Gen- 
eral Stilwell and to Ambassador Gauss to take up urgently with 
your Government the question of our military expenditures in China. 
I should like to suggest that an arrangement such as General Stilwell 
and Ambassador Gauss are authorized to propose be adopted tenta- 
tively on the understanding that our Army expenditures in China 
during the next. few months can be expected to be somewhere in the 
hood of twenty-five million U.S. dollars each month. 

Recognizing the validity of your claim that your Government is not 
in a position to bear the financial burden of contributing to the main- 
tenance of American troops in China, this Government is fully pre- 
pared to bear all costs of its war effort in China including housing 
as well as construction under the general arrangements that will be 
suggested by General Stilwell and the Ambassador. 


(Book 695, p. 280) 


Tue UNDER SECRETARY OF THE TREASURY, 
Washington, January 20, 1944. 


Memorandum for the files: 


With further reference to the cable drafted by State, Treasury and 
War for the President to send to Generalissimo Ching Kai-shek, 
Mr. Collado called me at 5:45 p.m. to say that the State Department 
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had agreed to the draft of the cable as they had taken it from here. 
They would prefer to leave in the words in the second sentence of the 
first paragraph “as well as to make possible an orderly development 
of industry and trade after the war.” He said, “I suppose we all 
appreciate that this doesn’t solve the problem.” I said that I was 
certain that the Treasury representatives were aware of that and 
if we got a turn-down on Kung's coming, that it might be a little 
more difficult to recede from our position but I thought that we had 
to take that chance. 

I immediately sent the cable to Miss Tully and called her on the 
telephone to say that it was coming and asked her if she could get it 
approved this evening. She called me back at 6:15 and said the 
President had read it, had commented that it was a much better 
cable than the one that was proposed yesterday, and he had approved - 
it. She attached a little note to the State Department that the Presi- 
den would appreciate its prompt despatch. 

I advised Collado and General Clay that the President had ap- 
proved the cable and asked for its immediate despatch. General 
Clay was to send a cable to General Stilwell. 

; D. W. B. 


(Book 696, pp. 25-28) 
January 21, 1944. 


Memorandum for the files : 
MerTING IN Mr. D. W. BeLL's Orrice, JANUARY 24, 1944, 3:00 p.ar. 


Present for War Dept.: 
General Clay 


Present for State : 
Mr. Ballantine 
Mr. Collado (3 
Mr. Hiss 
Mr. McGuire 
Present for Treas: 
Mr. D. W. Bell 
Mr. White 
Mr. Friedman 


Meeting had been called at the suggestion of General Clay to dis- 
cuss cable which had been received that moming from Ambassador 
Gauss through the War Department in which Ambassador Gauss had 
suggested revision in the last paragraph of the President’s message 
to the Generalissimo. The Ambassador had made the point that the 
Chinese would say that there was a contradiction between that part 
of the message which spoke in terms of the United States recognizing 
the validity of the Chinese claim that it was not in a position to bear 
the financial burden of contributing to the maintenance of American 
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troops in China and that part which said that this Government was 
fully prepared to bear all costs of its war effort in China under gen- 
eral arrangements that would be suggested by General Stilwell and 
the Ambassador. The Ambassador said that the Chinese would con- 
sider anything above the rate of 20 to 1 as a contribution or aid to the 
United States. (See appended paraphrase of cable marked A.) 

After some discussion it was agreed that no change in the funda- 
mental meaning of the paragraph should be made but that it would 
be desirable to change the wording in such a way as to facilitate the 
Ambassador's task. After considerable discussion a substitute par- 
agraph was agreed to by all present. (This substitute is appended 
hereto and marked B.) 


_ In reply to query from State Department representatives, Mr. Bell 
indicated that since all present felt that the new paragraph did not 
represent any fundamental change in meaning, he did not. feel it 
would be necessary to clear it with the President, particularly since 
the President was at Hyde Park and getting his clearance would 
necessitate delay. Mr. Bell said, however, that he would give the sub- 
stitute paragraph to Miss Tully with a note explaining why. the sub- 
stitution was being made. 

It was agreed by all present that the substitute paragraph should 
be cabled out immediately to the Ambassador and that he should not 
be given any option as to whether or not the new paragraph should 
be presented to the Chinese. The point was also made that the new 
substitute paragraph should not be paraphrased by the State De- 
partment. 

General Clay indicated that a cable had been received from Gen- 
eral Hearn which’ stressed the military implications of the matter 
under discussion but which added nothing new to what had already 
been discussed. 

I. S. FRIEDMAN. 
ISF/efs 1-27-44 
N 


(Paraphrase of cable from Ambassador Gauss, dated January 22, 1944, as read 
over the telephone bDyeMr. Hiss :) 


“Last'paragraph of message from President as drafted may readily 
be misunderstood by the Chinese who undoubtedly would view the 
furnishing of Chinese dollars above the amount obtained at the offi- 
cial rate of exchange whether outright under the Clay-Somervell pro- 
posal or under reverse Lend-Less as a major contribution by them to 
cost of our war effort. Chinese may well contend that we ignore the 
last paragraph of the message to the effect that we will pay all of 
our Army's expenses because of the inability of the Chinese to con- 
tribute financially to those expenses. Consequently, I suggest you 
consider either clarifying or eliminating the last paragraph. Ed- 
ward Acheson agrees.” 

“R? 


Paragraph 4. Furthermore, since you say that your Government 1s 
not in a position to continue any direct maintenance of American 


MORGENTHAU DIARY 1041 


troops in China, this Government, in order to cover all of its military 

expenditures in China, including such maintenance as well as construe- 

tion, is prepared to place to your account the U.S, dollar equivalent 

of any Chinese funds made available under general arrangements 

that will be suggested by General Stilwell and the Ambassador. 
JANUARY 24, 1944. 


(Book 696, pp. 279-285) 
Treasury DEPARTMENT Diviston or Monetary RESEARCH 


Date: February 12, 1944 
To: Mrs. McHugh 

The Secretary would be interested in reading the portions of this 
letter marked in red pencil ' and also the appended copy of memoran- 
dum prepared for General Stilwell by his Political Adviser, a Mr. 
Davies, who, according to our information, is a very good man. 


H. D. W. 


(Copy) 
January 26, 1943. 
Strictly Confidential 
Letter IV. 


Dear Dr. Winre: There are a few interesting points to report this 
week. oan 

1. In the message from the President to the Generalissimo notifying 
him that Stilwell and Gauss have been authorized to negotiate u 
financial arrangement covering Army expenditures in China, the 
President adds that it might be a good idea for Kung to visit the 
United States. This I am sure will be construed as an invitation by 
the Chinese and will be acted on accordingly. The Generalissimo 
will undoubtedly expect Kung to get some kind of handout from his 
visit which the Generalissimo*vould otherwise deem a failure. Both— 
and especially the Generalissimo—are behind the times on the Ameri- 
can political scene and believe, I think sincerely, that the American 
people and Congress are anxious to give China assistance in whatever 
form, financial. economic or military, China requests it. (Cf. the last 
paragraph of Kung’s letter enclosed herewith.) Neither realizes the 
bad feeling that has been created by the refusal to come to a satis- 
factory arrangement for handling our expenditures in China, and 
neither is aware of the widespread feeling in American informed 
circles that China has not been pulling her weight militarily. The 
inevitable disillusionment may aftect the degree of China's collabora- 


1 Printed below in italics. 


1042 MORGENTHAU DIARY 


tion in the forthcoming monetary negotiations. But this in itself is 
not a prime consideration if the cooperation of the other major powers 
is forthcoming, and moreover there is much to be said for the view 
that the best way to get results is to get tough. By the way it should 
be unnecessary for me to point out that my usefulness to the Treasury 
in China would be impaired should my views be quoted to the Chinese 
representatives or visitors in Washington. 

2. Kung told me yesterday that T. L. Soong had just returned and 
had informed him that the Secretary was still very friendly to China 
and realized the need for maintaining the official rate. Y am sure 
that T. L. either deliberately or unintentionally misrepresented the 
Secretary’s views, but Kung believes him. T. L. added that your at- 
titude differed from the Secretary's in being quite hard. T. L. differs 
in no way from other Chinese officials who tell the bigwigs not the 
truth but what the bigwigs would like to believe is the truth. 

3. There has been no let-up in the internal tension, if anything the 
reverse. The censorship has been tightened and military and political 
preparations are proceeding apace. 

4. Am enclosing a copy of Kung’s message to the Secretary in full 
so that you may have the original text for reference undistorted by 
double paraphrasing. There is no need for me to rebut the argumen- 
tation here, though it may be worthwhile to list a few errors of facts. 

a. The figure of CN$10 billion which Kung gives as the total cost 
of work done and now in process borne by the Chinese Government 
includes CN$4 billion for the Chengtu airfields which our Army peo- 
ple assure me we have undertaken to pay, and also expenditures for the 
subsistence of our Army which the Army says it will pay for as soon 
as the bill is presented. This makes the assertion tin the last sentence 
in the penultimate paragraph of the letter doubly ridiculous. 

b. The reference to the Stabilization Board is as you know a dubious 
technicality. 

c. The figure of 500,000 workers for the Chengtu project given in 
the fifth paragraph is incorrect. The Army tells me that at present 
200,000 workers are engaged on the project and that an additional 
100,000 workers will eventually be engaged. It is more than likely 
that the Ministry of Communications which is handling the projects 
gave Kung a padded Tist in order to get increased appropriations, 
presumably to be handled in a variety of ways. Nevertheless, it is 
true that the projects are having a serious impact on prices in the 
Chengtu area and that the recruitment of so large a labor force may 
impalr agricultural production, a probability to which Kung does not 
call attention. I am told that the people in the Chengtu area are in 
no way enthusiastic about the projects, a reaction which must be 
ascribed as much to the Chinese Government's inefficiency as to any- 
thing else. In the first place land in one of the most fertile areas in 
China is being requisitioned for non-agricultural uses, in the second 
the magistrates are not paying the displaced farmers for their land 
and thev find it hard to content themselves with vague promises of 
payment in the future. In the third the area is being burdened with 
the maintenance of a large outside labor force at the same time that 
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other areas are being drained of the agricultural labor necessary for 
cultivation and harvesting. The fact that the Chengtu area is a focal 
point of political discontent on the part of the powerful Szechuan 
landlords and militarists must of necessity be taken into considera- 
tion in assessing the total situation. 

d. The reference to rupees in the seventh paragraph doesn't make 
any sense at all as it now stands, as China is the one country in the 
world where a sterling area currency is at a premium over the dollar 
in the black market. But one must charitably put this down to faulty 
exposition, as what Kung apparently had in mind was that Chinese 
hoarders find it more profitable to obtain rupees indirectly by first 
purchasing U.S. currency to be exchanged for rupees in India than 
to obtain rupees directly in the black market in China. Kung alsa 
ignores the fact that Chinese in Free China buy U.S. currency to 
hoard. It should be noted that the Chinese Government has at least 
tacitly connived at the “illegal” activities referred to in the last sen- 
tence of the same paragraph. It has never asked us to stop American 
soldiers’ activities in the black market and Kung himself informed the 
American Ambassador—in an informal way of course—that he pre- 
ferred to see our government organizations selling U.S, currency in 
the black market than to give them a rate which we consider reason- 
able. In the former connection you may recall that Kung refused to 
do anything effective when we asked him to stop the sale of savings 
certificates to American soldiers. 

For the rest I understand that the Generalissimo participated in 
the drafting of the letter which reflects the level of his thinking 
both on economics and politics. The most astonishing thing in the 
whole letter is the claim that China has already repaid the US$ 
billion loan. No point would appear to be served in answering the 
letter unless the answer is a clear und unmistakeable further step in 
the process of getting tough, or otherwise it would only result in an 
endless and useless back and forth. There can be little doubt but 
that the Secretary's message to Kung hus already had a beneficial 
effect. : 

5. Lam also enclosing a confidential memo on Chiang Kai-shek and 
China written by the Politicgl Advisor to General Stilwell. It may 
be of some interest to the Secretary. 

6. For your information the Ambassador has asked me to par- 
ticipate informally in the Army and State Department discussions of 
the arrangements they are to offer to the Chinese as the starting point 
for negotiations re a more satisfactory procedure for American ex- 
penditures in China. My participation is of course entirely unofficial, 
as it is only the Embassy and the Army which together will make offi- 
cial representations to the Chinese Government ‘and the Treasury is 
in no way involved. Some progress has been made to the extent that 
the Americun Government agencies involved are now for the first 
time acting in unison and speaking in one voice, that the President has 
endorsed their attempt to procure amore reasonable arrangement and 
that he has shown luck of receptivity to what Americans here call the 
Gimme which characterizes the Chinese view of the American role. 
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(The Army nickname for-the. United :Statesiis Uncle Sugar.) But 
the negotintions-are likely to prove protracted and laborious «before 
any significant results are obtained. As indicated in my last letter, 
the bargaining position of the Army will: inevitably be adversely 
affected if it has to stick to the letter of its instructions that nothing 
must he allowed to interfere with the progress of the high priority 
projects. 

T. Thomas informs me that -London is still in touch with Washing- 
ton about the termination of the 1941 agreements. There is nothing 
to be gained by continuing to maintain-the Board in a state of sus- 
pended inanimation. and I strongly recommend that the Board be 
buried as speedily as possible. 

There is a profound division of opinion among American military 
experts here us to operations in this theater. One school believes we 
should concentrate entirely on air operations while the other school 
feels that some attention be paid to training:and equipping Chinese 
divisions for what in its opinion will constitute. the decisive struggle 
here, namely land operations against the Japanese. Strangely enough 
neither school is particularly enthusiastic about the high priority 

projects. 

With kindest regards to your wife and yourself, 

Yours sincerely, 
(S) Son ADIER. 


The latest rumor about T. V. is that he will vacate the Foreign 
Ministry. 


(Book 697, pp. 258 I-L) 


(Enclosure to despatch No. 2081 dated January 28, 1944, from the Embassy 
at Chungking) 
No. 96 


AMERICAN CONSULATE, 
Io wrEILIN, CHINA, 
E January 8, 1944. 
Subject: Some, Aspects of the Refugee Relief Problem at Kweilin. 


The Honorable CLarence E. Gauss, 
American Ambassador, Chungking. 

Sir: I have the honor to refer to the Embassy's instruction of No- 
vember 27, 1943, and to this Consulate’s'memoraifdum of June 13, 
1943, concerning a suggestion outlined by the Reverend Thomas 
Ryan, S. J., for the proposed establishment of a joint American-Brit- 
ish-Chinese project for the development of war-time industries among 
refugees in Kwangtung and Kwangsi provinces. d 

Summary: Father Thomas Ryan stated that the refugee problem in 
Kweilin has temporarily been solved by the large amount of em- 
ployment which has been created in the establishment of United States 
Army bases in this aren. Unemployment will appear in significant 
numbers again when this construction boom is over. There has been. 
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no effort to set-up industrial training in preparation for post-war in- 
‘dustrial expansion, and Father Ryan believes that such a program 
should be fostered by all types of American and British missionary 
and philanthropic educational institutions. He has suggested the re- 
moval from India to China of war plants, when transportation facili- 
ties permit, wherein Chinese may receive technical training of the 
type which will fit them for work with machines. 

The subject of current developments in the refugee problem in 
this area was discussed by Father Ryan with the writer on January 
5, 1944. Father Ryan stressed that there has yet been no approach 
to the underlying problem of giving industrial training to future 
factory workers im South China. He stated that he has recom- 
mended to two or three officials of the British Government the useful 
purposes which might be served by the establishment in this area 
of a factory transplanted from India as soon as transportation facil- 
ities are available. He believes that such a factory, manufacturing 
War material such as hand grenades, small arms, or other military 
equipment could be established in South China for the dual purpose 
of supplying Allied or Chinese troops with equipment and for the 
intensive training of factory workers. It is his impression that his 
recommendations have been passed on to higher quarters for 
consideration, 

Efforts to relieve the dot of refugees in Kweilin have not been 
lacking. In February and March of 1943 a committee under the 
leadership of Mr. A. McLellan, head of the Refugee Relief Depart- 
ment of the British Consulate General at Kweiling and including 
Father Ryan and a few others, was set up and organized a number 
of mutual aid groups among refugees in this city. At that time there 
were several hundred carpenters from Burma who were without 
work and entirely destitute. The sum of CN$20,000 was made avail- 
able to the committee by the Kwangsi International Relief Com- 
mittee at that time. An equal sum was received from the British 
Embassy at Chungking, from funds of the British Red Cross. 
Carpenters who joined the mutual aid groups were helped to obtain 
tools and were given work to do, largely of a repair nature, ` It was 
found that these carpentersp after a long period of unemployment, 
required a month or more to adjust themselves to working condi- 
tions. Soon after the formation of these groups the construction 
activities of the United States Army in this area gained momentum, 
and the Refugee Relief Department of the British Consulate General 
began to place carpenters with contractors who were working on 
Army projects and with the Army itself. In June and July the 
demand became heavy and it was apparent that the problem of unem- 
ployment among carpenters was being liquidated. 

It was the intention of the committee to set up mutual aid groups 
for laundry and baking work, but it was found that among the 
refugees only women were interested in this work, and most of the 
women in need had employable husbands or could not give their time 
because of the necessity of caring for their children. The committee 
had intended to apply to Madame Chiang Kai-shek’s relief fund 
and to the Burma Government to support the formation of a laundry 
and a bakery. The committee succeeded in obtaining permission 
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to use a piece of land from the Kweilin municipality and secured an 
additional grant of CN$20,000 from British Red Cross funds for 
the purpose of erecting a mat-shed to house the laundry and bakery, 
but decided to suspend further relief operations for the time being. 

Father Ryan believes that the large amount of employment due 
to United States Army construction work which has absorbed many 
refugees in this area, is only a temporary solution to the problem, 
as there is no promise of further work when construction is com- 
pleted. Of the various classes of refugees in this area he commented 
as follows: 

(1) Men and women of the coolie class and semiskilled manual 
laborers.—A large proportion of these have secured employment in 
the tremendous construction projects connected with American bases 
in South China. 

(2) Clerks—Many clerks have obtained minor administrative 
positions in hostels and in such organizations as the War Area Service 
Corps. A considerable number have become room-boys and dining- 
room boys in hostels because of their knowledge of English, and the 
best of these have often been promoted to positions as interpreters 
and office boys. 

(3) Students.—Many students have become interpreters with the 
United States Army and other organizations in South China. 

(4) Skilled workmen—Radio operators and others have been given 
employment by the China National Aviation Corporation and by 
the Chinese Government, and the nature of their employment has 
scattered them to various parts of the country and in some cases to 
India. 

(5) Professional men.—Some engineers have found employment 
with the National Resources Commission and other Government or- 
ganizations, although salary levels are low and the wives of such 
individuals have often been required to work in order to help support 
their families. Many doctors have entered private practice, being 
reluctant to serve with the Chinese Government because of insuffi- 
cient pay. 

Father Ryan believes that the large numbers of clerks from Hong 
Kong who found themselves stranded without opportunities to con- 
tinue their vocation within China are now more adaptable to their sur- 
roundings, and in this respect have benefited by their experience. 
It is his opinion that a considerable proportion of these clerks would 
be willing to participate in any training program which could be 
established to fit them for industrial work. * He also considers that 
they will be at a disadvantage after the war if they attempt to return 
to clerical work, due to younger, newly trained applicants who would 
be willing to work for lower salaries. Father Ryan feels strongly 
that foreign missionary enterprises In China should turn to technical 
and specialized training m their schools after the war, and hopes that 
concrete steps will be taken in this direction. 


Respectfully yours, 


Ricnarp M. SERVICE, 
American Vice Consul. 


Original and one copy to the Embassy, Chungking. 
E 
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Treasury DEPARTMENT Division or MONETARY RESEARCH 
March 6, 1944 
To: SECRETARY MorGENTHAU 


I think you will be interested in this letter from Mr. Adler. 
H. D. W. 


FeEgrrtaRy 9. 

The main current item of interest in the financial sphere is of course 
the negotiations that are taking place between the Embassy and the 
Army on the one hand and the Chinese Government on the other. The 
Gimo has delegated the Chinese end of the negotiations to Kung, but 
actually Kung consults his boss on all points of substance. As you 
probably know, our side approached the Chinese with a proposal 
which would in effect have given us a rate of 100 to 1 (i.e. the Chinese 
would give us 40 to 1 as the “current highest authorized conversion 
standard for foreign exchange transactions” and would also advance 
CN$60 for every UN$40 spent by us), and the Chinese have made a 
counter-proposal offering us 30. This offer is almost certainly the 
Gimo's work, as Kung had already offered the Treasury not less than 
40 some time ago, and prices have not gone down in the interim. At 
present the Army is endeavoring to persuade the Chinese Government 
to advance CN$1 billion per month to enable Army construction work 
and activities to be maintained while negotiations are continued, and 
I understand that Kung has informally promised to make at least half 
that amount available. If we receive enough to get along on then 
there will be no overriding urgency in reaching an agreement which 
can and probably will be made retroactive. It is bound to be a pro- 
tracted matter if we are to reach anything like a reasonable settle- 
ment, as considerable pressure preferably from the highest quarters 
will have to be applied before any tangible results will be obtained. 
As matters stand our expenditures in China will in all likelihood ex- 
ceed CN$15 billion this year (they were over US$100 million last 
year) which will cost us over US#3/4 a billion if we don't make the 
Chinese come across. The odds are that they will eventually if suffi- 
cient heat isturnedon. Right now incensed by the rebuff they rece'ved 
on the Joan they are yelling holy hell that they have repaid the US$ 
a billion loan and that U.S. Army expendicures m China and acy ies 
on the black market—of which more anon—are a major factor in rising 
prices. This is the new alibi which is being played to death, vide 
Kung's messages to the Secretary; the Gimo and Kung on economic 
matters are very much like the guy in the Hunting of the Snark who 
claimed that if he said a thing three times it became true. The loan 
has been repaid even though we are to bear the cost of the Chenotu 
projects which account for CN$5 billion of the CN$10 billion which 
the Chinese Govt. has advanced or is about to advance—on its own 
fizures—tor the USAAF in China; an inconvertible paper currency 
fone il exchange reserves; and now we are responsible for the 
Anflation. 
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As for the black market the Chinese Govt. has never asked us to do 
anything about it, in fact Gauss specifically asked Kung if he had 
any objection to the Embassy’s covering its expenses by selling U.S. 
currency and Kung did not take the opportunity to raise any objec- 
tion. Similarly they have never made any demarche about our soldiers 
being paid in U.S. currency, and as you will remember Kung refused 
to prohibit. outright thé sale of US savings certificates to foreigners 
even though we made our views on the matter perfectly clear. The 
black market in Chungking has been behaving very queerly since the 
beginning of the month. It was just over 90 on the Ist. Yesterday 
asmall transaction took place at 195 and today some transactions also 
small occurred at 170 though others occurred at 130. The market in 
Chungking is very thin even compared to the Kunming market, and 
it is doubtful whether it has been averaging much more than 
US$10000 per week. In the last week while the rate has almost 
doubled the volume of transactions seems to have been much smaller, 
than usual; moreover the rate in Kunming is appreciably lower than 
here being not more than 120-140 according to latest reports. Natur- 
ally a market which is narrow can easily be upset by rumors to which 
Chungking is extremely susceptible. Frankly I have not yet come 
across a convincing explanation of the doubling of the black market 
rate, and I shouldn’t be surprised if sg.screwy not to say fishy is afoot. 
It is said that there are two rumors circulating, the first that the 
Chinese (ovt. is under pressure from us to change the official rate 
to 100, and the second that the Chinese Govt. is about to take drastic 
action to close the black market. If the second were true one would 
have expected effective demand to have been much larger. It is also 
reported that there have been large remittances from Shanghai seek- 
ing a satisfactory hoarding medium, but such remittances would have 
tended to flow into the much bigger Kunming market, and moreover 
it is impossible to explain the discrepancy between the Chungking 
and Kunming rates on this basis. And while of course prices have 
gone up since Chinese New Year, the movement in prices is something 
like comparable to the movement in the black market rate. What 
makes me so suspicious that there may be dirty work at the crossroads 
is the fact that the transactions consumifiated at the very high rates 
prevailing in the last couple of days have been both few and small. 
I hope to get all the facts and to report by cable in the near future. 

In the meantime the price of gold has gone up sympathetically to 
about CN$18,000 per oz. but the Chinese Government does not appear 
to have perceptibly increased its sales to the public which remain at 
about 1,000 oz. per day. 

With respect to USAAF expenditures there have been some os- 
tensibly legitimate criticisms to the effect that: 

a. Army officers in charge of contracting and purchases are green 
to trade in general and to the particular commercial customs of 
China with the result that they pay altogether exorbitant prices quite 


often. pi A 1 ; 
b. Their costly insistence on speed in the execution of contracts 1s 


often unnecessary. 
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€. They insist on much too high standards both with respect to 
living conditions and to standards of execution in relation to the 
volume of available resources. 

d. They are overstafled in relation to the level potential as well as 
actual of military activity. 

Something may eventually be done about a., but it is to be doubted 
whether the other points will be attended to. 

To come back to the negotiations, the Chinese have so far vetoed 
every constructive proposal emanating from the U.S. They have 
turned thumbs down on the sale of gold and US currency, have 
said that any change in the official rate is out of the question, and 
have rejected specific proposals for a special rate. They talk vaguely 
about Reverse Lend-Lease, but the amounts they appear to have in 
mind are altogether negligible in comparison with our needs. 

With regard to the Communist situation, while there has been no 
real relaxation of tension—on the contrary, arrests have occurred 
in Kweilin and Paoki, the movement of troops and supplies to the 
N.W. continues, and the Chinese general in charge of requests for 
lend-leasing of military supplies has flatly asked our Army people 
for supplies for the N.W. in view of the possibility of civil war only 
to have his request turned down by our military people in a rather 
indirect fashion—the Gimo has approached the local Communist 
leader about their sending leading representatives here to conduct 
negotiations. Apparently he asked for Chou En-lai, Chu Teh, and 
Lin Pai-hsu. When he was told that the Communists no longer have 
means for communicating messages to their headquarters, it appears 
that he guaranteed that the message would get through. According 
to the foreign journalists here, and their story is corroborated by 
well-informed diplomatic circles, the Communists replied that they 
would send Lin Pai-hsu to Chungking after the spring ploughing 
and that if he made sufficient progress they would then send Chou 
En-laj. Lin Paishsu’s position in the Chinese Communist set-up 
rouch'y corresponds to that of Kalinin in Russia; he is a veteran 
Kuomintang revolutionary with many personal friends in Chung- 
king. Presumably, therefore, the Communists are not afraid of 
anything drastic happening to him should he be held hostage in the 
capital. It is thus of some significance that the Communists should 
have chosen as their delegate n man who because of his personal rela- 
tions would not be running extreme risks in visiting Chungking, A 
second point worthy of note is that they are apparently seeking to 
defer the crisis coming to head, as the spring ploughing is not com- 
pleted in the N.W. until late April or early May. A member of the 
diplomatic service who recently visited Sian informs me that the 
Kuomintang has been sending planes to the N.W. of late and that 
they are obviously not intended to be used against the Japanese. 
Our Consular official in Sian whose bias runs in favor of the KMT 
believes that the military preparations now under foot are designed 
to tighten the blockade to such an extent that either— 
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a. The Communists will be provoked into a military attempt to 
break, which would of course suit the KMT's cards. as they could 
then pose as innocents before the gallery of world opinion. > 

or b. In order to strengthen their military position the Communists 
would have to draw off guerrillas and other troops from areas in 
“occupied” territory now under their control, thus enabling the pup- 
pets and Japanese to extend their control to these areas, The point of 
this as far as the KMT is concerned is that they believe it will be much 
easier for them to resume their sway in areas now held by the puppets 
and Japanese than in areas now held by the Communists. | t 

orc. As the Border area is economically pretty poor the tightening 
of the blockade might force the Communists to move as a body into 
occupied China, in which case they might have to bear the full brunt 
of the enemy’s attack. Needless to say, the above objectives do not 
exclude the possibility that the KMT"s military preparations are 
designed to precipitate direct attack on the Communists should they 
‘think the time is propitious. Incidentally in the opinion of an intelli- 
gent missionary in Sian if it comes to a showdown it is on the cards 
‘that quite a number of KMT troops may go over to the other side. 
In spite of the Gimo’s move there has been no appreciable relaxation 
of the internal tension. I take it for granted that all my letters are 
treated as strictly confidential. 

T. V. is being stripped of his influence. His key position was that 
of Chairman of the Board of Directors of the Bank of China, which 
gave him a powerful financial base. Kung has taken his place, and 
now he is merely one among many Directors of the Bank. It is 
rumored that P. W. Kuo whom you must have met in Washington 
is to become head of China Defense Supplies. As for the third of 
T. V.’s jobs, there have been rumors current for some time that Wang 
Chung-wei is to displace him as Foreign Minister, which would leave 
T.V. high and dry. It is not unlikely that he will not be permitted to 
return to Washington. There is no doubt that the feud between the 
Gimo and T. V. runs pretty deep. By the way T. L. dropped in on me 
this week; he was rather vague about. when he was due to return to 
Washington. You will also be interested to hear that Wei Tao-ming 
is scheduled to stay on here probably aseMinister of Justice. There 
have been many conjectures as to who is to replace him. According to 
one story Tsiang Ting-fu who is representing China on UNRRA had 
very rosy chances; it is no secret that he was eager to get the post 
in order to be able to make up for his diplonratic failure as Ambassa- 
dor to Moscow where he made a notorious howler at the time of the 
Sian Incident. Unfortunately for him the U.P. published a story 
slating him as Wei's successor, which irritated the Gimo no end when 
he heard about it and impaired Tsiang’s prospects. There is another 

rumor that K. C. Wu at present Vice-Minister of Foreign Affairs may 
get the job; K. C. Wu is a typical smooth successful Government 
official without any outstanding ability. 
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(The following was typed from a transcriber disk dictated by a sub- 
committee staff member from the Diary pages:) 


Fepruary 13, 1944. 


11 :00 a.m. 
Grour Meerine (ExCcERPT) 


Mr. Bell 

Mr. Gaston 
Mr. Paul 

Mr. White 
Mr. Smith 
Mr. Sullivan 
Mr. Gamble 
Mr. Haas 

Mr. Thompson 
Mr. Blough 
Mr. Lindow 
Mr. Tickton 
Mrs. McHugh. 


H. M, Jr: This is very confidential. If anybody can tell me what 
this means—this is from General Chiang Kai-shek to President Roose- 
velt, dated Feb. 3rd. (reading) “I have received your message dated 
26 January transmitted by Ambassador Gauss and I deeply appreciate 
your efforts to help me and my government. I have consulted with 
Doctor Kung regarding the suggestion contained therein and have 
requested him to acquaint the Ambassabor and General Stilwell’s 
representatives with the decisions he and I have agreed upon. I trust 
that very shortly a solution satisfactory to both of our countries may 
be reached. 1 wish to assure you that Dr. Kung and I have exerted 
our utmost to meet your wishes short of jeopardizing China’s eco- 
nomic front to the breaking point, and short of endangering the mo- 
rale of our people and the prosecution of continued resistance. 

“Regarding the proposals of the American Treasury Department 
embodied in the previous télegram you sent to me, Dr. Kung has re- 
plied directly that in desire to Mr. Morgenthau, I shall be glad 1f you 
could find time to look over them for they give a concise picture of 
China’s financial and economie situation.” Now what in God's name 
does that mean ? ; 

Mr. White: That must be taken together with a cable which was 
transmitted by Kung which gåve an offer of giving an additional ten 
instead of the eighty. 

H. M. Jr: You told me didn't you? 

Mr. White: I couldnt have. This came later. What they are 
doing is dodging completely everything else, not mentioning the mat- 
ter of the request for Kung. 

H. M. Jr: What about Kung coming over here? 

Mr. White: Is it not mentioned ? 
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Mr. Bell: Any place? ; q 

Mr. White: No, except in the letter from Adler, which is quite in- 
teresting, which I just got. 

H.M. Jr: l love those letters from Adler. 

Mr. White: Just got a letter from Adler which is worth reading. 
I fave it marked up for you and also something that is very worth 
reading. 

H. M. Jr: One which came in the day 1 left which you oftered me 
but I was too tired. 

Mr. White: Ill see they are both made available to you. There isa 
memorandum from the political advisor to General Stilwell which 
has been forwarded here. His name is not on it but Adler enclosed 
it and said he wrote it. It isa very brief memorandum of two pages 
on the Generalissimo which is very worth reading. 

H. M. Jr: There was one that came in—as I remember it, there 
were two that came in that I have seen. 

Mr. White: 1 will give you the last two. 

H. M. Jr::The first two I have seen and I haven't seen anything 
since then. 

Mr. White: They are numbered. 

H. M. Jr: I saw one and two. 

Mr. White: Three and four have come in since. I don’t know 
whether Dan has told you—on the Chinese thing—we knew the Presi- 
dent had got it, but neither the Army nor State nor ourselves have seen 
that until you Just read it this moment. 

H.M.Jr: Well it shows I am earning my salary today. 

Mr. White: Yes. So the next move we gather on that is that the 
Ambassador is preparing some proposals. Those counter proposals 
are posed to be reported back here and considered before he sub- 
mits them. To our knowledge those counter proposals have not yet 
been received. 

Mr. Bell: No, I haven't seen them. 

Mr. White: That is the status. Nothing about Kung. 

H. M. Jr: Are you all right otherwise? 

Mr. White: I have a number of things. I can either number them 
if you are interested in any of them, telá you about them, or we can 
send a brief report, or they can all wait. 

H. M. Jr: Read them off. 

Mr. White: British dollar position, Canadian dollar position, French 
lend lease and dollar position, the Chinese we just indicated, India 
lend lease on silver, Belgian monetary arrangement 

H. M. Jr: Who is winning? 

Mr. Bell: By the way, we didn't hear from Hull on that at all. I 
called him up and he said “I dont know a thing about it”. I said 
“JT will call my staff together right this minute and call you back.” 
He went away on a vacation. His staff had previously said that they 
had cleared with Hull and he was going to be adamant. Something 


i ong. ] 
y H. M. Jr: Then I would say for the moment, Morgenthau is 


winning. 
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Mr. White: Anyway, we are not losing. 

Mr. Sullivan: Best. we have done this week. 

Mr. White: —German currency and French currency. That is just 
information. 

Mr. Bell: You say that was released to the paper—the French 
currency. 

H. M. Jr: And very sarcastic too. 

Mr. Bell: That is right. Said there was a space left for some time 
to put the Government in. I talked to Stettinius at Cabinet. He 
said he thought it, was a very serious thing. They had asked him 
about it at the press conference and he told them there was nothing 
to report. Hesaid he knows very well that Pertinax saw that currency 
here in Washington. He thinks that Monnet and some of the crowd 
showed it to him. 

Mr. White: The statement of the policy of purchasing looted gold is 
coming out this week. There is a question of a dollar sterling, I don’t 
want to trouble you about it but 

H. M. Jr: From four to— 

Mr. White: From four two and a half to four dollars. 

H. M. Jr: I should worry.about two and a half cents.: 

Mr. Bell: They want to push it down to four. 

Mr. White: They either have to push it down or we have to pull 
up the franc. 

H. M. Jr: + Who does the pushing and who does the pulling Harry? 

Mr. White: That is what they are quarreling about. Glasser is go- 
ing to Italy with some of the best accountants. He is also going to 
Spain. Crowley has asked-to look into their purchases of pesetas. I 
understand John Pehle is going to have them do some work on his 
release. 

H. M. Jr: And listen, before anybody recommends that Ed Foley 
go back and leave this country you had better take out life insurance 
on a story that I heard. 

Mr. Gaston: That I heard too, 

H. M. Jr: Please make it clear that he is not going at the Treas- 
ury’s request. 

Mr. Paul: That is the rumor I heard yesterday, that he was going 
as your special representative. 

H. M. Jr: Did you authorize that? 

Mr. BELL: No, sir. 

H. M. Jr: Did you (White) authorize that? 

Mr. White: Oh no, of course not 

k * * * * * * 


Mr. White: A couple of other items. There is the Portuguese dollar 
balances, but that. certainly can wait because I think the British 
definitely misled us in that request from twenty -to thirty million 
pounds I cabled to our man in Portugal and told him to scout around 
and see what he could find out. So far, the cables seem to indicate 
we were not told the whole story. 

, There is only one matter that might require a decision and that is 
a loan to the Dutch East Indies of $5 million for ships. We just got 
it. Remember that you took a very strong position about making the 
half billion dollar loan—with a three hundred million dollar lonn—to 
the Dutch government for Teconstruction purposes several months 
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back. This is a small loan to the Netherlands East Indies, $5 million 
to buy ships. They want to give the order now, the facilities are idle. 

H. M. Jr: Facilities where? 

Mr. White: Shipping facilities for small ships are idle. 

Mr. Gaston: Shipbuilding. 

Mr. Bell: We could sell them some of our excess ships after the 
war. 

Mr. White: They have about $250 million. Now it is coming up 
before the Export-Import Bank. They are very desirous of making 
a loan. Now if you haven't changed your mind pr if you approve, 
we would like to oppose that on the same grounds that we have op- 
posed it. 

H. M. Jr: Well, then I will give you another reason, very much 
in the room. 1 don’t think it is beyond the realms of possibility 
that the President has it in mind that the Dutch East Indies will not 
belong to the Netherlands after the war is over. 

Mr. White: That I think is one of the reasons why they are push- 
ing the loan, the Netherlands East Indies. 

H. M. Jr: Well he is supposed to have told the Queen of the 
pews that, much to her distress. I mean I got this second 

and. 

Mr. White: Then with your approval we will oppose it. They 
said if the Treasury disapproves they wouldn't outvote us though they 
can. 

H. M. Jr: All right. I would oppose it. 

Mr. White; That is all. 


Book 701, pp. 276-278 
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MrrTING IN Mx. BeLL's OrricE, FesrUARY 14, 1944, 4:00 P.M. 


Present : 
Messrs. Hiss, Collado, Stanton, and McGuire for State 
Department 
General Clay for Army 
Messrs. Bell, White and Friedman for Treasury 

The meeting was called to discuss the next move to be made in view 
of the: Generalissimo’s reply to the President. State Department 
representatives indicated that they had only seen the same extracts 
which had been given tothe Treasury. 

General Clay read a cable which the War Department had received 
that morning from General Hearn indicating that General Hearn had 
already proposed to the Chinese that pending other arrangements the 
Chinesé make available to the U.S, Army in the form of a bank de- 

osit $CN 1 billion per month and that the U.S. Government would 
credit $25 million per month to the account of the Central Bank of 
China. General Hearn seems to have made clear to the Chinese that 
this would not imply acceptance of the 40 to 1 rate. The Chinese had 
not as yet given their reaction to this proposal. General Hearn had 
also suggested that. further pressure might be applied on the Oe 
by le:ters from Secretary Hull and perhaps a message from the Pres 


dent. 


le) 
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Mr. Collado then read a cable from Ambassador Gauss which they 

had just received, a paraphrase of which is attached hereto and is 
marked Exhibit I. 
_ Mr. White indicated that he felt there might be considerable value 
m going back to the Chinese with a cable from the Treasury along the 
lines of the clraft which he distributed. This draft is attached hereto 
and is marked Exhibit 2. Mr. White indicated that if we went back 
with an offer to meet all expenditures in gold or U.S. dollars it would 
be very clear that we had offered to bear the entire cost of American 
expenditures in China and thereby our position would be greatly 
strengthened. 

Some discussion was then held as to the military necessity for con- 
tinuing with the large air port projects. It was generally agreed that 
military necessity was the primary consideration, State Department 
representatives also indicated that they were afraid of anything which 
might result in the fall of the Generalissimo although they admitted 
that our political representatives in China favored taking a strong 
position. The State Department representatives indicated that they 
felt that the Generalissimo’s reply was conciliatory because of the 
more dignified language used and because he made no further refer- 
ence to the loan. 

General Clay said that a few weeks ago he had informed the group 
that the Secretary of War and the General Staff were prepared to 
change their programs in China but that in view of military develop- 
ments since then, particularly the victories in the Marshall Islands, 
he would want to recanvass the matter with the Secretary of War and 
the General Staff. It was generally agreed that if the Secretary of 
War and General Staff felt that a change in the military program in 
China was warranted that the matter should then be presented to the 
President for his decision. General Clay said that he would rec- 
ommend to the Secretary of War that if the Secretary of War and the 
General Staff felt that a change of program was warranted, the Sec- 
retary of War should recommend to the President that a meeting be 
called of the Secretaries of War, State and Treasury to review the en- 
tire matter with the President. 

It was considered possilele, however, that the War Department 
might well decide that the military necessity demanded a continu- 
ation of the present program, in which case it was generally felt that 
the best thing to do would be to continue bargaining and try to get 
the best possible rate, for example, 40 or 50 or 60 to 1. 

Mr. White made it clear that Treasury felt that the primary con- 
sideration was military and that no decision should be made on the 
basis of eagerness to save money. He emphasized that the Treasury 
would not want a decision on this matter to be based on financial con- 
siderations, but that it must be made for military and political con- 
siderations. Mr. Bell indicated agreement with this position. 

Treasury representatives also emphasized the fact that there should 
be nothing on the record which indicated that we thought that any 
rate such as 60 to 1, was a justifiable or reasonable rate. If we have 
to accept a rate of less than 100 to 1, the record should be clear that 


a 
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we did it because of military necessity. This point was made in re- 
sponse to State Department’s suggestion that we go back with a pro- 
posal for a rate of 60 to 1 as being justifiable in view of the Chinese 
stated position, 

It was agreed that General Clay would take up the matter as soon 
as possible, preferably that night, with Secretary Stimson and that 
he would report back the reaction of the War Department. If it was 
decided that it was necessary to have the President discuss this with 
the three Cabinet officials concerned, then it would not be necessary to 
reconvene the group. If, however, the War Department decided that 
it was more desirable to get the best possible rate and continue on with 
the projects according to the present programs, then the group would 
be reassembled to draft a reply. 

I. S. FRIEDMAN. 


COMMENT 


In view of the above discussion, Mr. Bell and Mr. White agreed 
that it would not be desirable for the Treasury to reply to Dr. Kung's 
cable until the position of the War Department had been received 
and it was clearer what the next steps were going to be. 


ISF: rl 2/15/44 


(Book 701, pp. 279-282) 
Exnuisir I 
(Paraphrase of telegraiu received) 


From: American Embassy, Chungking 
To: Secretary of State, Washington 
Dated: February 12, 1944 

Number: 288 


Secret 

We refer herein to our 189, January 2), and 233, February 3. 

(1) A message is today being transmitted to the War Department 
by Hearn which we have seen and which contains request that a copy 
be furnished to the Department of State. 

(2) I mentioned in our 233 that I had informed Kung that while 
his counterproposal would be reported to Washington, I was certain 
it would not be regarded as satisfactory or reasonable. It is our 
opinion that Kung’s counterproposal should be rejected by the United 
States Government and that I be authorized so to inform him. 

(3) We have had considerable discussion with Edward Acheson 
and Adler looking to formulation of new proposals designed to achieve 
our ends and at the same time meet Chinese sensibilities on the ques- 
tion of change of rate and of reserves. However, the Embassy, head- 

uarters and Treasury representatives have all become convinced 


that Chinese Government has no intention whatsoever, if it can be 
~ í 4 x : 


avoided, of cooperating with us in seeking and finding a realistic oe 
for us to avoid continuing exploitation and to obtain something like 
ore money's worth in connection with our military expenditures. Ac- 
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cordingly, all of us feel that there is little or no purpose to be served 
at this time by putting forth further proposals in different window 
dressing unless the United States Government is in position and is 
prenared to back up such proposals by a slowing down or curtail- 
ment of our cooperation with Chinese financially, diplomatically and 
militarily. It might be helpful if a frank message from the President 
was transmitted to Chiang ‘Kai-shek. - But the problem essentially 
resolves itself into the paramount question of whether or not the 
military operations planned for this area are vital to hasten the attack 
on Japan. If these plans are a vital part to our general strategy and 

the Chinese are aware of that we are at the mercy of the Chinese 

Government financially. Retrenchment would likely bring the Chi- 

nese to a realization of their responsibility not only to us as an ally 

(and their best friend among all the nations), but also to China 

itself, if the plans are not absolutely necessary and can be abandoned 

at least in part without costing delay and lives—a cost in lives which 

of course cannot be calculated in terms of money. 

Of course, retrenchment would cause resentment and perhaps public 
recrimination, It is the belief of the Embassy that realization by 
the Chinese that we have come to adopt a realistic attitude in our 
relations with this country would be of great benefit to those relations 
in the Jong run by tending toward putting them up on a sound and 
reasonably reciprocal basis. Both for the war effort and in order 
that it will be readily possible for the United States and China_to 
cooperate after the war, economically as well as politically, it is be: 
lieved by the Embassy that the achievement of such basis is essential. 


Gauss. 


Exner 2 


Reference is made to your cables of February 3, 1944 No. 233 and 
February 4, 1944 No, 236. Please inform Dr. Kung that the Chinese 
counter-proposal to provide in effect that for each U.S. dollar we 
shall receive 20 Chinese dollars at the official rate plus 10 additional 
Chinese dollars as reverse Jend-lease is unsatisfactory, unreasonable 
and unacceptable. 

It. should be stressed to Dr. Kung that the proposals being made 
by General Stilwell and yourself were not brought forward by the 
American Government as the first step in a bargaining process. The 
present American proposals are made in a spirit of generosity and 
eagerness to treat China with the utmost fairness. Thus, it is well 
known here:that. the Chinese national dollar is worth considerably 
less than 1 U.S. cent, but nevertheless the Chinese Government has 
been asked to provide, in effect, only 100 CN dollars for every U.S. 
dollar. 

Therefore, it is urged that the Chinese Government reconsider the 
proposals made by Ambassador Gauss. If, however, the Chinese 
Government feels that it cannot accept these proposals or previous 
proposals made by the President and Treasury, this Government feels 
it has no other alternative than to meet all its expenses in China as 
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of March 1, 1944 by the use of U.S. money and gold until more per- 
manent. arrangement is entered into. In this way the Chinese Gov- 
ernment will not have to bear the financial burden of contributing 
to the maintenance of American troops in China, and will moreover 
avoid the question of altering the official rate of exchange, a step 
which Dr. Kung seems so reluctant to take. 


HDW :ISF :rl 2/14/44. 


(Book 702, p. £7) 
(Paraphrase of telegram received) 


From: American Embassy, Chungking 
To: Secretary of State, Washington 
Dated: February 15, 1944 

Number: 305 


Confidential 

Following cable from Adler to the Secretary of Treasury. 

I have been asked by Kung to transmit the following addendum to 
the message sent in my telegram of February 8. no. 252. 

“In the first paragraph of my previous message, attention was 
brought to the rise in the dollar currency black market rate in the 
United States, which was caused in part by the rumor that America 
was asking for a reduction in the official exchange rate. 

“Since, the position has considerably deteriorated, transactions hav- 
ing occurred at rates up to 195; this increase naturally impairs con- 
fidence with the diffusion of the impression that the rate will be 
reduced and it may be anticipated by us that it will contribute further 
to the rise in prices. It is my desire to call to your attention the cir- 
cumstances so that you may be guided accordingly in your considera- 
tion of current questions.” 

Gauss. 


(Book 702, pp. 1376139) 
Fepruary 19, 1944. 


Meetine 1N Mr. BeLi's Orrice, Fepruary 19, 1944, 10:30 A.M. ` 


Present: 
General Clay of War Department. 
Messrs. Collado, Hiss, Stanton, McGuire of State 
Messrs. Bell, White and Friedman of Treasury 


Subject: China 
Meeting was called at the request of General Clay. General Clay 
indicated that he had requested the meeting to bring the Treasury and 
State Departments up-to-date on discussions in the War Department. 
He indicated that a memorandum had been presented by General 
Somervell to the Secretary of War and to the Joint Chiefs of Staff 
indicating that the Army had three alternatives with regard to the 
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problem of its present program in China. 

a. To have a message sent from the President to the Generalissimo 
indicating that unless the Chinese are willing to make some accepted 
financial arrangements, the Army would reduce its program in China. 

b. To continue the present program on the basis of the best rate 
obtainable. 

c. To continue the present level of expenditures at the best rate ob- 
tainable. This presumably was what the State Department would con- 
sider most preferable. 

The memorandum went on to support strongly the first alternative 
and had appended to it a possible message from the President to the 
Generalissimo. The memorandum indicated that, if the message was 
sent, the Army would give the Chinese two weeks to reply before they 
began to implement their decision, 

The General then read the suggested message to the President which 
went along the lines of telling the Chinese that unless better financial 
arrangements were made the President felt that 1t would be necessary 
for the United States to retrench its military activities in China and 
change the present contemplated program and strategy for that area. 

Mr. White indicated that he felt that, if it was decided to send such 
a message to the President, there should be greater emphasis on lack 
of cooperation rather than on financial consideracions. General Clay 
indicated agreement with this and said that, of course, the message 
could be changed, if and when the Joint Chiefs of Staff decided that 
this alternative was desirable. 

General Clay then read a letter from General Arnold on the matter. 
(He prefaced his reading with the remark that of course General Arn- 
old had the greatest special interest in maintaining this project.) 
General Arnold's letter seemed to indicate a.desire to continue the 
project but with the suggestion that the necessary currency should be 
obtained by the use of American dollars in the black market. 

General Clay then indicated that, at the present price level, as be- 
tween a rate of 20 to 1 and 100 to 1, the continued use of 20 to 1 would 
give the Chinese a premium during the next year of more than $1 bil- 
lion. This was based on anticipated expenditures at the present price 
level of about CH$21% billi®n per month. This figure might well, of 
course, increase as prices rose. He indicated, however, that the cur- 
rent expenditures were not at this level because practically no work 
was being done on the air fields. 

General Clay indicated that the recent.events in the Pacifie might 
have greatly altered the strategie picture. Thus, with the recent 
operations in the Marshalls and the attack on Truk it might be that 
the anticipated attack on occupied China for the purpose of obtaining 
a Chinese coastal port had been advanced a number of months, in 
which case the importance of having large air fields to conduct simul- 
taneous air bombardment from the interior of China might be more 
important than as of a few weeks ago. 

Mr. White indicated strongly that the question of speeding up op- 
erations, and the question of expenditures were not commensurate; 
that, for example, it was not possible to measure in financial terms 
the value of six months of speeding up of operations and that this 


point must always be kept in mind when making a decision on this 
problem. 


a 
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General Clay then indicated that the Army had a cable February 
18 from Chungking which raised certain specific questions which 
needed reply and which he would like to discuss with the group. The 
cable requested 

a. That instructions be given immediately that the U.S. Govern- 
ment rejects the proposal of the Chinese Government to give, in effect, 
30 to 1. 

b. That the United States place immediately $25 million to the ac- 
count of the Chinese Government since the Chinese had already put up 
the CHS$1 billion and these funds had been drawn on. Kung had taken 
the position that the currency was being given at a rate of 20 to 1 
but this position had been rejected by General Hearn. 

c. Arrangements to be made by the Army for continued shipments 
of Chinese currency into China. 1 

d. Decision regarding ownership of air fields and pipe lines and 
whether U.S, Government would want to ask for a quid pro quo be- 
fore giving up their claims. It was agreed that no answer should be 
given to (d) but that answers should be made to (a), (b) and (c). 
lt was decided that State Department would send a cable indicating 
the refusal of this Government to accept a rate of 30 to 1 and also 
having the Ambassador inform Kung simultaneously that he, the 
Ambassador, understood that the Army had made arrangements for 
having $25 million placed in the account of the Chinese Government. 
It was agreed that the shorter the message from State the better. It 
was decided that the cable should also contain an instruction to the 
Ambassador that the problem was being given further study here, 
taking into consideration all related matters and that further instruc- 
tions would be sent on. 

It was also decided that the Army would send a similar cable to 
General Hearn in which General Hearn would be informed of the 
action to be taken by the Ambassador and in which he would be in- 
structed to inform the Chinese of the placing of $25 million to the 
account of the Chinese, making it clear that this action did not imply 
in any way accertance of the Chinese position. The cable would also 
inform General Hearn that arrangements were being made to continue 
shipments of currency into China. a 

Some discussion was then held regarding the economic feasibility 
of the War Department's air field projects, in which State Depart- 
ment representatives indicated that they felt it was not economically 
feasible. War and Treasury representatives indicated that-it was 
their feeling that there was no question of economic feasibility in 
building these projects; but rather, what was chiefly involved as in- 
dicated on many previous occasions, was the Chinese desire to get as 
much foreign exchange as possible from the building of these bases. 

General Clay said that he would report back the attitude of the 
Joint Chiefs of Staff and the War Department on this matter, indi- 
cating that on discussing this matter with Secretary Stimson this 
morning, the Secretary of War had said that a very firm attitude was 

e State Department representatives indicated that they 


desirable. e today. 


would get out their ca I. S. FRIEDMAN. 


ISF :11 2/19/# 
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, Feprvary 22. (1944). 
Strictly Confidential 
Letter V. 
Dear Dr. Wnrre: Chungking has been quite lively of late, in fact 
more so than for a long tims, and there are quite a number of develop- 


ments to report. 
1. INTERNAL POLITICAL SITUATION 


There has been a slight relaxation of tension in XXuomintang-Com- 
munist Party relations, which improvement is due to a considerable 
extent to the lively interest shown in them by foreign public opinion 
in general and by foreign correspondents in Chungking in particular. 
So exciting was last week’s press conference on the subject that I am 
enclosing a verbatim stenographic report which I am sure you will en- 
joy reading. Have also attached addenda on background and on 
points arising out of the conference. The same subject will be dis- 
cussed at today's press conference too, and if news of it reaches me 
before this letter catches the pouch it will of course be appended. It 
will be noted that the Central Government while deploring foreign 
interest in, is extremely sensitive to foreign opinion on, the subject. 
One must give credit to the foreign press corps in Chungking for play- 
ing a most constructive role in the present situation, 

With respect to possible trips by foreigners to Yenan: 

(a). The President has sent a message to the Generalissimo through 
the War Department asking for permission to send military observers 
to North China and the North China fronts in order to obtain military 
information on Manchuria, to which the Generalissimo has replied 
that he is willing to allow American military observers to go anywhere 
in North China where there are Central Government troops and where 
Central Government authority extends, adding that there is no need 
for such observers to go to Yenan as no information on Manchuria can 
be obtained there. Even this is a concession, as previously movements 
of our military people have been strictly limited. In any case, the 
President's request is regardedby our military people as the first move 
towards a flat request for permission to send military people to the 
Border areas. 

(b). The War Department is about to ask outright for permission to 
send people to the Border areas, and the State Department is going to 
do likewise, so that it will probably take the form of a joint request. 


2. U.S. ARMY EXPENDITURES IN CHINA 


(a). According to latest USAAF confidential estimates, current and 
planned projects will cost CA'$6 billion per month for the neat four 
months for their execution. While no specific information is available 
for plans after June, it is known that the maintenance of operations at 
the level it is planned to reach in June will cost CN$3 billion per month 
afterwards and it is assumed that the Army will not subsequently be 
content with merely maintaining operations at the level attained in 
June but rather will be anxious to expand them ca 
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The objections to such heavy expenditures are obvious 
(1) Government note issue (monthly figures for which have been 
withheld from me since November) is now at least CN$5 billion per 
month and may well be 6; while estimated Chinese Government expen- 
ditures for 1944 are CN$80 billion and estimated revenue CN#35—40 
billion, it is more likely that expenditures will approximate CN$100 
billion and revenue CN$25 billion, leaving a deficit of CNS75 billion 
which will inevitably be met by recourse to the printing press. Clearly 
USAAF expenditures in China which have to be financed by ex- 
pansion of note issue will if they attain the scale contemplated lead to 
a doubling of the current monthly expansion of note issue. The dis- 
location of the Chinese economy resulting from such a huge increase 
in the note circulation, from the consequent rise in prices, and from 
the diversion of labor and resources necessary to carry out the projects 
will be of the gravest kind, to put it mildly. The U.S. Army, and 
therefore the United States Government would be asuming a tremen- 
dous responsibility if they risked subjecting the Chinese economy to so 
severe a strain. It is certainly arguable whether the military ad- 
vantages accruing from so large a volume of expenditures would more 
than counterbalance the damage to the Chinese economy, the possible 
collapse of the Chinese war effort resulting therefrom, and the general 
internal dislocation in China. 

(2) From a political point of view, from our experience of Sino- 
American financia] relations it is hardly likely that the Chinese would 
be content with merely ascribing the moral responsibility for such 
economic dislocation as would ensue to us. It is much more on the 
eards that they would say: “You got us into this mess. Now get us 
out of it.” And we should have no pat answer to their claims. The 
political and financial responsibility for the economic reorganization 
of China is not one we can lightly assume. It must be remembered 
that. firstly the present Chinese (Fovernment is a past master at seek- 
ing alibis and looking for someone other than itself to blame and to 
shoulder the burden which it should carry and that secondly the eco- 
nomic situation is already sufliciently critical without the imposition 
of so heavy an additional strain on it, In fact such large expendi- 
tures which in all probability would fead to an inevitable economic 
denouement would give the Central Government just the out it is 
looking for. Kung is already hollering to high heaven about the 
black market rate, and we don’t have to have a vivid imagination to 
picture the squawks he would raise in the situation which would ensue. 

Another point worth making in this context is that such expendi- 
tures would have political repercussions within China of an undesir- 
able character. ; e gp 

(3) From a military point of view it is also arguable whether the 
results would be worth the cost. Many military experts in the China 
theater are skeptical as to whether the military outcome would be all 
that. is expected. Naturally this is a matter of high military policy 

and the Jayman cannot see the problem in its grand global perspective. 
But many informed people believe that as the war draws closer y 
Japan, the Japanese will strengthen their inner bases and lines O 


MORGENTHAU DIARY 1063 


communication and that as part of this policy they will make a deter- 
mined effort to capture the whole of Eastern China in which if our 
Army projects go through we shall have built several most costly air 
bases. As most observers believe that the Japanese efforts in this 
direction would be successful, our expenditures on such bases would 
most probably have been in vain. To digress for a moment. there 
seems to be a considerable divergence of opinion in the highest 
quarters as to the appropriate objectives in the China theater. Chen- 
nault and his school believe that we should concentrate on continuing 
and expanding the kind of work the 14th Air Force is performing 
now. Stilwell believes that while we should maintain some air activity 
we should concentrate on building up Chinese ground forces in India 
and Yunnan and Kwangsi for an eventual offensive against Burma 
which may never materialize, it being no secret that for political 
reasons the British would much rather prefer a flanking movement 
against Thailand, Malaya, or the Dutch East. Indies, with the con- 
quest of Burma to be made subsequently with predominantly Empire 
forces. The Generalissimo while also desiring the maintenance of 
some air activity would prefer to see our efforts concentrated on the 
strengthening of the Chinese Army—for reasons of his own. Finally 
the Combined Chiefs of Staff in Washington would, judging from the 
fact that they are asking for the construction of extra-large bases in 
China, appear to be contemplating using China for the bombing of 
Japan proper; in fact I am confidentially informed that it is intended 
to bomb hydroelectric projects in Japan proper in order to hit Japan- 
ese war production. People of the Chennault school are inclined to 
believe that the results of the Combined Chiefs of Staff policy would 
be more showy than permanent. i 

(4) From the point of view of the American taxpayer, expenditures 
on such a large scale would entail enormous US$ outlays which of 
course would be justifiable if they appreciably shortened the war and 
saved lives. While it is probable that we can attain a more reason- 
able adjustment for our fapi expenditures—it must be remembered 
that the President has made the commitment that we will pay for all 
US Army disbursements in China—than the Chinese have yet shown 
any willingness to accept, the Chinese are extremely hard bargainers, 
and the more we want to go through with such projects, the harder 
they will bargain. 

The above is given as background material for problems in the 
discussion of which the Treasury will most certainly be involved. 
The position as it now stands is as follows. The Army in China has 
notified Washington of the scale of expenditures demanded by the 
operations now contemplated; it is awaiting Washington's reaction 
before taking up the matter with Kung, who however in an informal 
conversation with Acheson indicated that China would not like to 
see us spending more than CN$3 billion per month. The Embassy 
has informed the State Department of the contemplated magnitude 
of expenditures and has ndvised it that the matter should be discussed 
by State, Treasury and War m consultation with the President before 
any final decision is reached. Therefore the matter may have already 
come to your attention before this letter reaches you. 
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(b) Acheson informs me that Kung in informal conversations is 

already taking a more reasonable line. No definite progress has 
yet been made, however. State has cabled the Embassy to reject the 
ludicrous Chinese offer that our expenditures in China be financed at 
30 tol. Kung has already asked Acheson that part of our outlays in 
China be financed by the sale of gold and US Govt. bonds in China 
for the account of both China and the US, and it is not unlikely that 
he will agree to similar sales of US currency here. Acheson has con- 
sulted me on the matter, and while he agrees that part of our pay- 
ments to the Chinese Government should take the form of US Govern- 
ment bonds and gold shipped into China, he is not sure that such sales 
as the Chinese Government makes should be on joint account. While 
it is an open question, for myself I incline towards the view that there 
is more to be gained by having the sales on joint account for the 
following reasons: 

1. If the sales in China of US bonds, gold, etc., are on joint ac- 
count, we can reasonably ask that an American—presumably the 

Treasury Representative—should be on the Committee determining 
selling policy. His presence on the committee would ensure both 
greater efficiency and less “monkey business.” That greater efficiency 
1s an important consideration is attested to by the ultra-conservative 
policy the Chinese Government is at present adopting with respect to 
gold sales. In the face of an extremely sharp rise in black market rates 
(see below) and a substantial general rise in prices since Chinese New 
Year, the Chinese Government is still putting only small amounts of 

old on the market though the price of gold has approximately 

oubled since the beginning of the Year. 

2. We would get a much better rate for our US$ by participating in 
sales of gold ete. on joint account than if we depended solely on an 
arrangement to get fapi we need from the Chinese Government at a 
rate which will necessarily undervalue the US$. 

(c) Last Tuesday the 15th Dr. Kung asked me to accompany him 
to Chengtu to inspect the construction of airports there. We left the 
same afternoon and found Acheson already there. Next morning we 
flew over two airfields where 50,000 men were at work (each) and 
stopped off at an airfield where 90,00) men were at work. As you 
can Imagine, it was quite a spectacle. The immediate problem fac- 
ing Kung and Acheson is the provision of sufficient fapi to enable 
work on the projects to continue. Kung agreed to rush CN$1, a bil- 
lion there immediately—on U.S. Army planes—and to have another 
CN$14 a billion sent there in the near future. Chengtu provides a 
laboratory specimen of the impact of heavy military expenditures on 
a regional economy in China. Chengtu as you know is the center of 
one of the richest agricultural and most densely populated areas in 
China. Yet our Chengtu projects have already resulted in: 

1. The dispossession of farmers from land needed for the airfields. 
Owing to the nature of the existing set-up many of the farmers have 

received no compensation whatsoever for the loss of their source of 
livelihood. The Chinese Government has undertaken to bear the cost 
of the land and has paid the landlords 50% of the land value, but as 
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the majority of displaced farmers are tenants—the percentage of ten- 
ants to cultivators being higher in Szechuan than anywhere else in 
China—it didn’t help the majority of the farmers any. In one place 
there was a riot and the local magistrate responsible for enforcing the 
farmers dispossession was killed. 

2. The conscription of 250,000 laborers withdrawn from agricul- 
tural labor and paid far below the prevailing rates of wages. Eventu- 
ally it is expected that 300,000 laborers will be at work. The conscrip- 
tion of so large a labor force may interfere with the harvesting of 
winter crops—Chengtu has 3 crops a year—and, more serious, will in- 
terfere with the spring sowing 1f the projects are not completed by 
May 1, a deadline which though desirable both from a military and 
an economic point of view may well be exceeded. 

3. One month’s work on the projects has already resulted in a sub- 
stantial increase in prices in the Chengtu area. While we only spent 
one day in Chengtu and did not therefore have time to make more 
than a most cursory of surveys and while the data immediately avail- 
able are none too relinble, it would appear that the price of rice—in 
the rchest rice-bowl in China, mind you—has gone up from 50 to 
100%, and other prices are going up accordingly. The price of con- 
struction materials has trebled: the American military officer in 
charge of construction work complained that as a result of the delays 
in our getting the necessary fapi from the Chinese Government we 
would have to pay a CN$1 billion for construction material more than 
we would have otherwise had to, owing to the cornering of the mar- 
ket for such material. There is such hoarding of rice and other com- 
modities, and we shall in any case have to pay through the nose. 

The magnitude of the evil repercussions of our heavy expenditures 
is of course partly due to the inefficiency of the Chinese Government 
and of the existing set-up. On the other hand, it must be remembered 
as an extenuating circumstance that its political control has never 


‘been really effective in this particular area of Szechuan and that it 


. 


must tread lightly in dealing with the Szechuan landlords and mili- 
tarists, given its methods of operation and its political base. In fact 
Chang Chun, the Governor of Szechuan, is already unpopular in 
Chengtu because he symboliz@s the Central Government. I should 
not be surprised if the Szechuan militarists are lukewarm at the pros- 
pect of the encroachments of the power of the Central Government on 


their preserves resulting from the construction of such large airports 


in their bailiwick and if they consequently manufacture “incidents” 
at the expense of American soldiers. Incidentally our military plans 
envisage the presence of 10,000 American soldiers in Chengtu by April 
15, which of itself entails a sizeable economic burden on the area for 
grounds on which there is no need to expatiate. I hope to have the 
opportunity to visit Chengtu ut greater leisure and to report more 
fully than my one day's trip allows me to. Dr. Kung may go to Kun- 
ming next week and I may have the chance to go along; if possible I 
shall also try to stop off in Kweilin. Chengtu, Kunming, and Kweilin 
are the chief centers of U.S. army activity, and it would be worth- 


while getting a first-hand impression of problems in which the Treas- 
ury has an immediate interest, 
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3. THE BLACK MARKET 


The black market rate for US$ currency which was 88 on February 
3 in Chungking leapt to 130 on February 7, 170 on February 11, at 
which level it remained until the beginning of this week. Today it is 
over 200; in Kunming where prior to this month the rate was 10-20 
points higher than in Chungking the rate began to lag behind the 
Chungking rate when the first flurry occurred, the rate is now again 
amore than 20 points higher than in Chungking. Some of the bidding 
up has undoubtedly been speculative but the trend is unmistakably 
upwards. The sharp turn can be attributed partly to the market’s 
making an adjustment toward the real value of the US$ particularly 
after the rise in general prices after Chinese New Year, partly to the 
rumor that the Government was going to change the official exchange 
rate to 100 to 1 as a result of American pressure and was about to take 
action to close the black market, and partly as a result of the influx of 
balances on account of Shanghai. With respect to the latter, as a re- 
sult of the Japanese taking over of all available supplies of cotton in 
Shanghai, there have been heavy shipments of dyestutts from occu- 
pied to Free China, payment for which has taken place in Free China, 
with a consequent intensification of the demand for US$ currency in 
Free China. 

Kung is now extremely worried about the black market and wants 
at least to bring existing rates down (rupees have risen commensu- 
rately with US$). Accordingly he has approached Acheson about 
the possibility of importing US$20 million of US currency in the 
immediate future for the Chinese Government in order to hit the black 
market. As the matter will come before the Treasury in any case, I 
may as well give my reactions here. 

The black market rates undoubtedly have some effect on prices (and 
vice versa) though Kung tends to exaggerate them. Nevertheless, 
given the psychology of the moneyed classes here and the gravity of 
the economic situation, not to mention the Chinese tendency to blame 
as many things as possible on our Army expenditures and the incur- 
sions of our Government personnel into the black market, it is only 
natural that the Chinese merchants wil? give some weight to the black 
market and that we should show our willingness to cooperate in 
Chinese Government attempts to control it. Therefore I recommend 
that we should accede to Kung’s request to the extent of sending 
US$10 million in currency out and agreeing to send another US$10 
million in currency out should the first US$10 million prove insuf- 
ficient to bring the market under some degree of control. My first 
tentative opinion is that US$10 million will be sufficient, as the black 
market has probably not absorbed more than US$5 million in the 
last two years though it must be admitted that the rate of absorp- 
tion is increasing, Of course Kung’s request weakens his bargain- 
ing position with respect to the current negotiations for an arrange- 

ment for U.S. Army expenditures. 


E 
* + * * * ý 
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You must be wondering why 1 have not sent a “weekly economic” 
cable for so long a time. The reason is simple. Whether by accident 
or design, the officials who usually give me the note circulation data 
have not come through; I shall wait another couple of days and if 
they still hold out shall send my cable anyhow. ea have not 
yet answered your cable on the note reserve situation because to date 
have not received sufficiently comprehensive information for a re- 
ply; I hope to get out a cable on the matter before the end of the 
week and to enclose detailed data in my next letter to you. 

As for the political implications of the loan, which 1 hope has be- 
come a dead issue though 1 fear the Generalissimo will raise it again 
at a convenient opportunity, right now its sole effect would be to 
strengthen the Kuomintang. Ido not know whether I have already 
told you that Kung informed me that it was unlikely that he would go 
to America in the near future, adding that while there would be a 
point in his going to negotiate a loan, there are no other outstanding 
Sino-American financial questions which would justify his leaving 
China at this juncture. 

With regard to the air bases, the Secretary's telegram undoubtedly 
helped a lot. Work on the Chengtu projects is going ahead at full 
steam (an inappropriate metaphor) but nothing has yet been done on 
the East China projects which were approved by the Generalissimo 
some time ago and on which the Combined Chiefs of Staff are equally 
keen (for the differences of opinion in military circles on how best to 
utilize the China theater, see my letter to Dr. White). The scale 
of contemplated Army expenditures is much greater than any of us 
had realized; again I refer you to my accompanying letter for a de- 
tailed discussion of the subject. 

Have been too busy in the last few weeks—what with the financial 
negotiations on Army expenditures—to get down to the promised re- 
port on the currency situation in Occupied China, but shall turn to 
it at the first free opportunity. I, of course realize that the newer 
Government agencies in particular are especially petty when it comes 
to the release of information. But there is no reason why the State 
Department should not make available its reports on economic condi- 
tions in the occupied areas. *(Incidentally if the Generalissimo al- 
lows us to send people into North China, as he has promised, we should 
be able to learn much more about financial conditions in North China 
and Manchuria.) By the way you ought to have no difficulty in ob- 
taining the O.W.I. mimeographed publication of its monitoring of 
Japanese commercial radios which often contain some information 
on financial and currency conditions in Occupied China, Indo-China, 
Burma, etc. I must say that the Embassy here has cooperated with 
me 100% even though it is partly due to my personal relations with 
the Ambassador and George Atcheson. They have called me into 
every discussion of our Army financial negotiations with the Chinese 
and have shown me all the relevant cables and material. Naturally 
this cooperation is two-way, but it makes much more sense than do 
the trivial jurisdictional disputes which the newer Government agen- 
cles apparently go in for. 


g 


O 
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Am enclosing two articles from the Ta Kung Pao on the sale of 
gold. The first contains a most stupid proposal with respect to sav- 
Ings certificates which gave Kung the opportunity to send for the 
Clrinese press on the same day and to make a strong blast against 
the Ta Kung Pao. (You know that the Ta Kung Pao is the organ 
of the Political Science Group and is particularly anti-Kung.) He 
denounced it not only for its proposal re savings certificates but also 
for its proposal to allow usto sell gold, saying that the latter is exactly 
what we want. Incidentally in an informal conversation with Ache- 
son he to some extent reversed this-position by suggesting that gold 
be sold on our joint account. The Ta Kung Pao did not want to 
give Kung face*by making an editorial retraction, and it therefore 
asked an economist who has joined the Political Science Group to 
write a letter correcting its previous article. Last Saturday Kung 
had an interview with the foreign press corps in which he made the 
astonishing statement that fapi would appreciate to 10 U.S. cents 
after the war. 


* * * ES x + * 


Information reaches me from a reliable source that the General- 
issimo has*given orders foran offensive against Ichang in March or 
April. If the offensive is successful it would give a great boost to 
Chinese morale and would also have beneficial economic repercussions 
as Ichang is a key transportation center through which àll goods 
from Hunnan used to pass. Its possession by the Japanese makes nec- 
essary lengthy and expensive detours. However, Ichang is easily de- 
fensible, being a natural strong point to which the easiest access is 
through the Yangtze Gorges. Now for the latest news and rumors. 
Wei-Tao-ming is it appears going back to America after all. China 
Defense Supplies which has previously been run by T. V. is, it is 
rumored, going to be taken over by Central Trust with a resultant 
further-concentration of power in the hands of the Kung group. 
K. P. Chen, by the way, is on much better terms with Kung than 
he was last year. This is merely a straw in the wind indicating the 
victory of the Kung group. The Generalissimo fired the Vice-Min- 


ister of Information for writing articles in the Tao Kung Pao instead 
of in the-Kuomintang daily. 


(Book 703, pp. 54-63) 


(At the top of the first page of the following document is a hand- 
written note, signed HM Jr: Harry White is there anything in this I 
ought to know?) 


(Copy) 
Strictly Confidential 


hi Fepruary 22, 1944. 
To: H. D. White 


From: S. Adler i 3 
Subject: Report of Press Conference on Chinese Internal Situation. 


There is. appended a detailed report on the press conference held by 
the Minister of Information and Vice-Minister of Foreign Affairs on 
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February 16. The conference which sheds a great deal of light on the 
internal situation in China has already contributed to a slight relaxa- 
tion of the tension which characterizes Kuomintang-Communist Party 
relations. One local wit has remarked that the foreign press con- 
ference fulfills the role of the Chinese Parliament as it is the onl 
place where Cabinet Ministers can be interpolated and toa Ed. 
Because of its highly dramatic character, the conference is reported 
in the form of a one-act play; for background information Liang, the 
Minister of Information, who is a member of Dr, Sun-Fo's group, is 
an incorrigible and unscrupulous prevaricator, while Dr. K. C. Wu, 
the Vice-Minister of Foreign Affairs, is a smooth nonentity who 
largely owes his position to the fact that he has a beautiful wife 
who is a close friend of Madame Chiang. 


DRAMATIS PERSONAE 


Liang, Minister of Information. 

Dr. K.C. Wu, Vice-Minister of Foreign Affairs. 

Dr. P. H. Chang, Counsellor of the Executive Yuan. 

See Y Atkinson, New York Times Correspondent, referred to as 
B.A. 

Theodore H. White, Time and Life Correspondent, referred to as 
TVE. 

Gelder, News-Chronicle Correspondent, referred to as G. 

Guenther Stein, Christian Science Monitor, Daily Telegraph and 
Manchester Guardian Correspondent, referred to as G. S. 

Israel Epstein, Sydney Morning Herald Correspondent referred to 
as 1. E. 

Various other foreign correspondents. 

Scene: Conference room of Ministry of Information, Chungking. 

Time: The afternoon of February 16, 19-44. 

The conference opens with Mr. Liang, Dr. Chang, and Dr. Wu 
seated at the head of a long table with the various foreign cor- 
respondents sitting around the table. 

T. W. “The Central News (the official Chinese Government news 
agency) recently issued a stat&ment on American politics saying that 
despite all talks of unity there was great disagreement between the 
two American parties. It is good that such a thing should be pub- 
lished in China, but American correspondents would like to publish 
similar articles about China. This is why I am now going to ask if 
the Minister can tell us if the blockade of the Communist area is 
still continuing.” 

Liang: “What do you mean by blockade? And what is your 
source of information regarding the blockade, and where does it 
come from ?” 

T. W.: “I have been in Sian four or five times since 1939. There I 
was told it was impossible to go from Sian to Yenan, impossible to 
send medical supplies, and that military supplies were not being sent. 


People do not go to Yenan. This is the blockade that I refer to and 
eG I youd like to know more about.” 
lang: know that men like Chou En-lai : his le got 
Youre. | nea How ln-ha and his people go to 
without any restrictions being placed on their movements. 
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Transportation of the 18th Route Army goes back and forth without 
hindrance. So the word ‘blockade’ does not seem to bear out the 
situation.” 

B. A.: “Does the spokesman deny that there is any blockade of the 
Northwestern area ?” 

_Liang: “I cannot understand the situation when you refer to ‘block- 

ade’ because to my knowledge representatives of the National Mili- 
tary Council go back and forth, and there is constant communication 
in that respect.” 

G.: “How many transports of medical supplies have been allowed 
to go through since 19402” 

Liang: “T cannot give the information because the question must 
be referred to the National Military Council.” 

G. S.: “Does the Minister know of medical supplies from abroad 
specifically sent for this area which were detained and confiscated?” 

Liang: “I have heard about this but have not got the full informa- 
tion with which to answer the question.” 

A foreign correspondent: “Can we be given this information at a 
later date ?” 

T. W.: “According to articles published in America, since 1939 
the Communist Army has received no supplies from the Crovern- 
ment. Can the Minister tell us whether military supplies have gone 
to the 18th Group Army?” 

Liang: “In order to get details 1 suggest that you might inter- 
view General Ho Ying-Chin (The Minister of War).” 

B. A.: “If the Minister objects to the use of the word ‘blockade’, is 
there any other word we can use to describe the situation? For it is 
common knowledge that people cannot pass freely to Yenan as to 
other parts of China.” 

Liang: “In connection with this problem of the relationship be- 
tween the Kuomintang, the Government, and the Communist Party, 
I shall say a few words ‘off the record’. In this connection I am 
looking forward to the opportunity to invite the foreign friends to a 
specially arranged meeting when the question will be discussed more 
thoroughly. In the eyes of the Chinese people the relations bet ween 
the Communists and the Government fre regarded as something con- 
cerning our internal situation—our internal affairs. The present pol- 
icy of the Government is to seek a solution by the political method. So 
in connection with the relations between the Communists and the Gov- 
ernment it is not the intention of the Government to make an issue 
for publicity abroad. In the past there were two occasions * * *.” 

T. W.: “May we have an ‘on the record’ statement ?” 

Liang: “In order to avoid the situation being misunderstood, I 
have said a few words, and as a matter of fact shall not dwell on the 
subject unless you request it .for-discussion. The-differences which 
might exist between the Kuomintang and the-Communist Party could 
be ironed out, because such differences are regarded as matters of 
domestic concern and the Chinese people do not think that such dif- 
ferences which could be ironed out should be treated as material for 
propag mda abroad. The Chinese attitude towards the situation 18 
like this: the whole thing may be likened-to a family dispute in which 
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some members of the family differ from the views of other members 
of the family. Such disputes will eventually be settled; so I think it 
is not necessary for these things to be publicized. Fundamentally 
there is a psychological difference between Westerners and Easterners 
in looking at the situation. I say that in Chinese thought it is im- 
portant to remember that the man in power says little and acts more”. 

G.: “Is the blockade in Chinese thought a sample of action ?” 

Liang: “To have a good government it is necessary to do more and 
talk less. We do not emphasize propaganda. In the West you think 
you should publicize new regulations made by your government. This 
is an example of difference in psychology. 

T. W.: “We are constantly pressed by people in America who wish 
to know what is going on. We wish to know the answers to our ques- 
tions for publication in America, just as Chinese correspondents send 
out dispatches about us.” 

Liang: “The situation is a little bit different. I think our corres- 
pondents would be very glad to obey your Government's orders if they 
asked them not to ask such questions. The Chinese Government for- 
bids answering such questions. If there is no blockade * * *. 

Wu: “There is no blockade in North China.” (Laughter.) 

G.: “If both members of a family have guns in their hands and the. 
guns go off, isn't that a serious situation ?” 

Liang: “How do you know the guns will go off? It is the policy of 
the Government not to let the guns go oft. There is no posstbility 
of the guns going oft” 

G.: “But the Chungking Government has guns to prevent me from 
going up to the Northwest.” 

Liang: “We have soldiers here too. We do not fear that any of our 
soldiers here will let their guns go off. There are troops everywhere 
for police purposes.” 

T.W.: “This is a family dispute. I have heard a Minister of the 
Government say that the Communists are a group of gangsters, war- 
lords, etc. This does not sound like a family quarrel.” 

Liang: “These words (above) were not said for publication. I do 
not think that the matter should be given emphasis and that the situa- 
tion be aggravated by puttingetoo much stress on the affair. In the 
eyes of the Chinese people and the Government the less emphasis 
we place on the affair the better for everybody.” 

T.W : “This is not a question of over-emphasis but of under-empha- 
sis. Not a single correspondent has been allowed to send out a full 
dispatch on the situation for over a year.” 

Liang: “In the first place we are firhtine this war for a common 
purpose. It is for the final victory that China should be unified. 
It is onr declared policy to be unified and to solve the difficulty by 
political means. There is therefore no reason to have foreign coun- 
tries make out this matter as if it could not be solved in a political 
way. It is the sincere, earnest desire of the Chinese Government 
to solve it in a political way, and therefore we do not want to talk 
about it. Tt is no good to make a lot of noise about it. As a war 
correspondent of a friendly ally you should not do it.” 


e] 
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B. A.: “What is the status of the 18th Group Army? Is it an in- 
tegral part of the nationalist army on the same basis as other armies?” 

Liang: “It was originaMy regarded as a part of the regular army 
but due to cases of insubordination a new situation has arisen and sup- 
plies have not been sent to them.” 

B. A.: “For how long?” 

Liang: “But it is the wish of the Chinese Government that the 18th 
Group Army may become once more a part of the Chinese forces, 
the Chinese Army, as was the case when the war first broke out, and at 
a previous conference the Minister mentioned that the Communist 
Party indicated a desire to send a few members to Chungking and in 
compliance with their wish a message of welcome was sent to them 
intimating that the Government is prepared to seek a solution by 
political means.” 

G.: “What basis is there at the present moment for negotiation, 
including the fact that the Minister says that a new situation has 
arisen and no supplies have been sent? 

Liang: “When I assumed office 1 made the remark that the re- 
port that an armed conflict would occur was without foundation and 
that the matter could be borne out by fact and that in six months 
time you would see that what I said was true. It is now nearly 
six months since that statement was made. An armed conflict 
has not occurred, bearing out what I said. The situation became 
ageravated when the report was circulated that the radio station of 
the 18th Group Army had been closed down, and I made a statement 
that there would be no possibility of conflict and that the measure 
was applied to all stations. 

G.: “I hope we shall not be accused of rumor. When I asked 
if the station was closed I was told that it was not closed. The sta- 
tion to which I was referring was closed and is closed—I know for 
a fact. JI expect a direct answer to my questions. If what the spokes- 
man has said is an implied criticism, I think the statement should 
be withdrawn.” 

Liang: “So far as I know, the day you make the inquirv the radio 
station was not closed (This is an unmitigated lie, see Addenda), al- 
though the order had already been issued to close all the radio stations 
of the different military groups and was later carried into effect. 
There was no prevarication. Later it was closed.” 

G.: “I was told that the Government did not wish unproved news 
to go out of China, I was invited to go and see the station in opera- 
tion. I accepted the invitation, but I was never taken to see the 
station.” 

Liang: “Later it was closed. What would have been the use of 
taking you to the station one day when it was working when the next 
day it was to be closed ?” 

G.: (Heatedly.) “If we are to be accused of interpreting sug- 
gestions here as rumor, I do not propose to ask any more questions.” 

Liang: “Did anybody say that you, that Mr. Gelder, was spreading 
rumors?” 
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_ T. W.: “The Japanese radio continually says that they are fight- 
ing with the New Fourth Army, but in Chungking we are told that 
the New Fourth no longer exists. Which is true?” 

Wu: “If you want to read Japanese news, go ahead.” 

Liang: “There are elements in China who are playing up the 
situation * * * in order to serve their own ends. Recently a message 
carried by Reynolds News quoted Madame Sun Yat-sen's statement 
in connection with her appeal to labor in England and America say- 
ing that the reactionary elements in Chungking are trying to tighten 
the blockade against the Communist area and that China was on the 
brink of conflict. Here is a report, apparently a twisted report. I 
called on Madame Sun and she denied it, producing the original tele- 
gram which reads: 

“On 32nd anniversary founding Chinese Republic we must remem- 
ber that progress toward democracy is like learning to swim. One 
learns not by talking about it but by getting into the water. War 
against Japanese military facism provides another measure (?). 
Those serve best who devote all their energies to fight against aggres- 
sion. American friends can help Chines? democracy by activelv sup- 
porting all elements actually engaged in fighting Japan—Soong 
Ching-ling (Madame Sun).” 

There is nothing like “reactionary elements” in her telegram and 
nothing like a demand for lifting the blockade. etc., and yet such 
reports appeared and were carried by Reynolds News. Asa matter 
of fact her wish is that there should be cooperation among parties in 
China in the best interests of fighting aggression. (For the correct 
details of this episode which Liang has distorted see Addenda). I 
do believe that you want to report the truth—either reporting the 
truth or visualizing the situation before it comes about like a prophet 
or a man of prudence and wisdom but refusing to be instrumental for 
something which does not exist. Once more, I reiterate that I would 
like to have the opportunity to put the matter before you in future, 
and if you will excuse the spokesman this matter will be regarded as 
concluded.” 

Chane: “The Minister of Information proposes to conclude for the 
time being the discussion. This question of the Communists will be 
discussed later and he further proposes in the very near future to in- 
vite you to a special conference in which he.will give you a long talk 
of two or three hours, and there you will have ample opportunity to 
thrash out everything. 

In connection with the cables which you will be sending, the Min- 
ister would state clearly that in his opinion if whatever is sent does 
not. work to the detriment of the interests of the Government, the 
Government is doing its best to settle the affair by political means, the 
Minister would not see the necessity for censorship; but if it works 
against that important purpose, the Minister is afraid that 2 measure 
of censorship will have to be enforced.” 

I.E.: “With regard to the statement that the 18th Group Army was 
regarded as an army of the National Government until a situation 
arose which necessitated the stopping of supplies, how long have 
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the supplies been stopped? Second, with regard to the cable sent 
by Madame Sun Yat-sen in which she says “American friends can help 
Chinese democracy by supporting all elements actually engaged in 
fighting Japan, can we not take this as an implied criticism that 
the two armies are not equally supported ?” 

Liang: “I will answer later as to when payment of troops was * 
suspended. The situation was this, the Communists were collecting 
taxes on their own responsibility. The moment that was known to 
the Government payment was suspended. j x : 

“In the original telegram the phrase ‘American friends’ is men- 
tioned and has nothing to do with the Chinese Government. Within 
the last two weeks there has been no special reason to lay special em- 
phasis on the Communist. problem. Within the last two weeks one 
Army Corps has been withdrawn from the area. (Previously three 
armies had been added.) From the Chinese Government point of 
view we think the situation is not tense at all. In fact it is very 
quiet.” 

T. W.: “There has been a very great lessening of tension in the 
last two weeks, and no correspondents here have fear of civil war be- 
fore the Japanese are defeated. But for months and years we have 
been blockaded. We have not been allowed to mention the situation. 
Now the pressure on us is intense, and we in turn are turning the 
pressure on you. We do not want to make any trouble in China. We 
would like to paint accurate pictures. We refuse to send out partial 
accounts.” 

Liang: “It is to nobody's interest to dwell on this. Differences can 
be ironed out. Why should we make a mountain out of a molehill?” 
T. W.: “You are trying to make a molehill out of a mountain.” 

Liang: “An Army Corps has been withdrawn. But why play up 
this fact? Why not wire back that the situation is less tense?” 

G.: “China has constantly demanded increased aid from America 
and England. That will cost many lives, and British people are 
entitled to know whether China is all out to defeat Japan. If the 
Chinese Central Government has thousands of troops blockading 
other Chinese troops, how can they be all out against Japan?” 

Liang: “In Szechuan we have a lot of troops. In every war you 
have both to fight at the front and to police in the rear. You are 
much better organized and do not need this. It is to the benefit of 
everyone that peace and order be maintained. 

G.: “It is not fair to assume that correspondents are critical of 
this situation just for the sake of being critical. We have asked and 
are entitled to ask again that we shall be allowed to go to the Com- 
munist area.” 

T. W.: “I have never been in a country where correspondents 
have such an affection for the country they are in as here, but our 
affection for this country cannot prevent us from telling the truth to 
our people.” 


G.: “I want to ask if we shall be allowed to go to the Communist 


” 
area. 
T. W.: “If the Government is going to make a statement about 
the situation, I should like to ask the Communists to prepare a state- 
ment to cable also.” 
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Liang: “The Communists have been making all kinds of state- 
ments. I should like to find out if the Central Training Corps 
(probably Course, given in Central Training Institute to Govern- 
ment. officials, Kuomintang functionaries, and all Chinese who are 
going abroad) has been regarded as a concentration camp.” 

T. W.: “No, I have not heard that.” 

G. S.: “Can we ask Yenan for a statement on the situation?” 

Diang: “Not from a separate government in wartime.” 

G. S.: “Will you allow me to send a cable to Yenan asking for a 
statement? If and when I get a reply, will you allow us to pub- 
lish it 2% 

Wu: “It is not our system to allow local governments to make sepa- 
rate statement. Sir Oswald Mosley was forbidden access in your 
country.” 

G.: “Ave you suggesting that the Communists in North Shensi 
stand in the same relation to the Central Government as Mosley to 
the British Government ?” 

Wu: “Oh no. Do not quote me. Tam just talking.” 

T. W.: “There should be free speech unless it endangers the war. 
Mosley said the German system was the best and was doing his best 
to undermine the Government.” 

Liang: “I do not wish to say that the Communists are trying to 
undermine ts. If we go that far, how can we solve this question?” 
G. S.: “Is it worth my while to spend money on such a cable?” 

Liang: “You must send it by the military telegraph station.” 

G. S.: “So there isa blockade.” 

A foreign correspondent: “Are correspondents permitted to go to 
Yenan and North Shensi ?” 

Liang: “So far as my opinion js concerned I hope that all of you 
may go, but this has to be approved by the military authorities.” 

B. A.: “Here is a lecter signed by some of the correspondents to 
the Generalissimo, asking permission to go to Yenan.” 

Wu: “So this was all pre-arranged.” (Laughter.) Conference 
adjourns. 

ADDENDA 


e 

1. With respect to the Communist radio station in Chungking, it 
was closed on January 15. The news got out and journalists started 
asking questions. Gelder towards the end of January asked specifi- 
cally 1f the Communist station was closed. He was told that it was 
not and that he could go see for himself. When he took up the offer 
he was turned down. On February + the Government issued an order, 
making it retroactive to January 15, closing down all non-Central 
Government radio stations in Chungking. The ground that was given 
was military sevrecy, it being claimed that the Japanese had broken 
one of the codes. It was pointed out by the journalists that from the 
point of view of military secrecy it was much better to let the 8 radio 
stations of the various provincial governments and area armies con- 
tinue to function than to have all messages sent on the National Mili- 


tary Council radio which the Government spokesmen admitted used 
only one code. 
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2. With respect to Madame Sun, it appears that Liang did call on 
her to ask if she was responsible forthe statement in Reynolds News, 
which she denied. But she has written both-to the foreign press and 
to Liang that he distorted her formaldenial to include a dental on her 
part of the existence of a blockade, a.denial she had never made. On 
the contrary as the trustee of foreign relief organizations which had 
been trying to send medical supplies to the Border areas she had been 
fighting the blockade for 4 years. (Incidentally General Ho Ying- 
Chin and: Wu Tei-chen called on her to rebuke her for her message to 
England and America. Moreover she has received an invitation from 
some American relief organization to visit the United States, but she 
was told by the powers that:be that she could not leave China.) 

3. After the press conference of February 16, the Counsellor of the 
British Embassy here sent for Gelder and rebuked him for asking 
questions which were embarrassing to the oflicial Chinese spokesman. 
Gelder who is a pretty independent and ultra-professional journalist 
told his Counsellor to go to hell. This attitude on the part of the 
British Embassy is in marked contrast to the attitude of our Em- 
bassy, which views the interest the journalists are taking in Chinese 
internal affairs with at least tacit sympathy. 

4. Our military attache here, who is not particularly well-informed 
on internal problems, rather foolishly boasted that he had encouraged 
the journalists to raise the whole issue. As a matter of fact his boast 
is inaccurate, as the journalists were quite capable of doing it off their 
own bat without any outside encouragement. Be that as it may, the 
boast reached the Generalissimo’s ears; accordingly he sent for our 
leading military representative and pointed out that the military at- 
tache was not only the representative of the American Army but also 
a representative of the United States Government and that he had 
therefore no business to meddle in such matters. 

5. The foreign correspondent’s petition to visit Yenan has been pre- 
sented to the Generalissimo, but no action has yet been taken on it. 
(On possible visits to Yenan see body of my letter.) 

6. Hollington Tong, the Vice-Minister of Information in charge of 
supervising foreign correspondents frankly told one foreign corre- 
spondent that the reason why the Government has not let them visit 
Yenan is that all correspondents who have been up there have come 
back with favorable reports. Incidentally at a meeting of high Gov- 
ernment officials last Monday General Ho Ying-chin complained that 
Hollington Tong had failed in inculcating the right approach among 
foreign correspondents and that the Government had lost out to the 
Communists in this respect. Sea hes 

7. It is reported that partly as a result of last Wednesday’s press 
conference two truck loads of medical supplies are to-be allowed to 
go through the blockade, but this report has not yet been confirmed. 


POSTLUDE 


On Thursday the 17th, six foreign correspondents interviewed Gen- 
eral Tung, who has represented the Communists here since Chou En- 
lai’s departure. Tung stated that the Communist policy was to sup- 


MORGENTHAU DIARY 1077 


port the Central Government.as long as it led the War-of Resistance 
‘against Japan and insofar as it honestly aimed at the realization of the 
Three People’s Principles; he claimed that in the Border Areas they 
had already realized the First Principle of Nationality and the second 
Principle of Democracy but that they were still far from.attaining 
the third Principle of the People’s Livelihood. The Commiunists cer- 
tainly did not desire a civil war. As for the blockade he said the 
journalists could go up to the Northwest to see for themselves and 
advised them to note the number of blockhouses if they did make the 
trip, adding that you could always move soldiers around but that 
you could not move blockhouses. He also indicated that the Com- 
munists would welcome the journalists going to Yenan. The journal- 
ists concerned prepared stories of this interview, all of which have 
gone to the Generalissimo for censorship. 

N.B.—AI] of the above is strictly confidential. The press confer- 
ence was “off the record” and should therefore be treated as strictly 
confidential also. 


(Book 705, pp. 159-165) 


TREASURY DEPARTMENT DIVISION OF MoNETARY RESEARCH 


Date: Marcu 7, 1944 
To: Miss Chauncey 


The Secretary will probably want to glance at the first couple of 
pages. 
j H. D. W. 


TREASURY DEPARTMENT ÍnTER-OFFICE COMMUNICATION 


Date: March 1, 1944 

To: Secretary Morgenthau 
From: Mr. White 

Subject: China ó 


I am attaching hereto a chronology of developments during the 
month of February on the Chinese loan proposal and negotiations 
on exchange rate. 

The major developments during this period have been: 

(a) Refusal of the Chinese to offer any better rate than CN$30 
to US$1 as against our proposal of CN$100 to US}$1 for Chinese 
currency needed to meet United States governmental expenditures 
in China. 

(b) Chinese willingness to advance to the U.S. Army 1 billion 
yuan. At the same time, it was agreed that US$#25 million would be 
placed to the account of the Chinese Government, but it has been 


made clear that this does no. imply acceptance by us of a rate of 
CN$40 to US$1. 
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(c) The Joint Chiefs of Staff are very much concerned about tho 
Chinese situation and are considering the possibility of reducing the 
military program in China, However, they are seemingly very re- 
luctant to make n decision on this matter and, therefore, asked the 
Treasury to suggest possible “financial sanctions” as alternative to 
“military sanctions”. Possible financial sanctions have been sug- 
gested tothe Army, as requested. 

(d) The Chinese have not continued to press for a billion dollar 
loan and have not taken up the suggestion that Dr. Kung visit the 
United States. 

(e) There has been a very large increase in estimates by the Army 
of their expenditures in China during the coming months. Thus, 
whereas the Army had been assuming a need for about 21% billion 
yuan per month or the equivalent. of about US$125 million at the 
official rate of exchange of CN$20 to US$1, the new estimates are 
CN$6 billion per month or the equivalent of TS4300 million at the 
official rate of exchange. We understand that Dr. Kung is being 
informed of this increase. 

(f) Dr. Kung has alleged that the $500 million financial aid to 
China has been repaid through the expenditures of CN$10 billion 
for the United States military forces. Ambassador Gauss and Adler 
have heen instructed to inform Dr. Kung that the $500 million 
financial aid is still an outstanding obligation of the Chinese Gov- 
erment. 

(g) Arreement has been reached that the Army provide $5 mil- 
lion of U.S. currency to Dr. Kung to be vsed by him to bring down the 
black market rate for U.S. currency. We have been informed through 
Adler that Dr. Kung has indicated that he would prefer that the 
sales of T.S. currency as took place should be on joint account of 
China and ourselves. 

(h) The Chinese have agreed to advance 5 billion of yuan to meet 
U.S. Army expenditures during March. 


CHRONOLOGY ON CHINA LOAN AND EXCHANGE RATE NEGOTIATIONS 
1944 dy 


February 1: Received copy of cable dated January 30 from Gen- 
eral Stilwell indicating that proposal has been made to the Chinese 
Government that United States purchase the equivalent of $25 
million of Chinese yuan at rate of 100 to 1. 

February 7: Received copy of cable dated January 29, 1944 from 
Ambassador (Gauss informing State Department of presentation to 
the Chinese of the 100 to 1 proposal. 

February 7: Received copy of cable dated February 3 from Ambas- 
sadar Gauss giving Chinese counterproposal of rate of 30 to 1, of 
which 10 would be credited to the Chinese as reverse lend-lease. 

February 7: Received copy of cable dated February 4 from Ambas- 
sador Gauss giving details of discussions with Dr. Kung on 100 to 1 
proposal. In these discussions Dr. Kung strongly opposed reduc- 
tion of exchange rate and made statement that the $500 million finan- 
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cial aid to China had been repaid through Chinese Government 
expenditures of CN$10 billion for the United States military forces. 

February 9: Meeting held in Mr. Bell's office, together with repre- 
sentatives of State and War Departments. (General Clay said that 
2 memorandum had been presented by General Somervell to the 
Secretary of War and to the Joint Chiefs of Staff urging that a mes- 
sage be sent from the President to the Generalissimo indicating that 
unless the Chinese are willing to make some acceptable financial 
arrangements the Army would reduce its program in China. ‘General 
Clay indicated that General Arnold was in favor of continuing the 
contemplated airfield program. It was decided that the State Depart- 
ment would send a cable indicating the refusal of this Government 
to accept the rate of 30 to 1. Furthermore, General Hearn in Chung- 
king was to be informed that $25 million was being placed to the 
account of the Chinese. 

February 12: Received cable dated February 8 transmitting mes- 
sage to Secretary Morgenthau from. Dr. Kung in which Dr. Kung 
argues further against any reduction in the exchange rate, including 
among his arguments the assertion that the reduction in the rate 
would resuit in gains to hoarders, speculators and insiders. 

February 12: Received extracts fronfmessage sent to the President 
by Generalissimo, dated February 3, 1944. In this message, the 
Generalissimo expresses the hope that very shortly a solution satis- 
factory to both countries might be reached. (No mention is made 
of suggested visit to Washington of Dr. Kung.) 

February 14: Meeting held in Mr. Bell's office, together with repre- 
sentatives of State and Army. General Clay said that General TTearn 
in Chungking had proposed to the Chinese that they make available 
to the U.S. Army CN$1 billion per month and that the United 
States Government would credit £25 million per month to the Chinese, 
but that this would not imply the acceptance of a 40 to 1 rate. 

At this meeting, State Department representatives read cable dated 
February 12 from Ambassador Gauss in which Ambassador Gauss 
requested authorization to reject the Chinese counterproposal of 30 
to 1. In this cable Ambassador (Gauss indicates that he feels that 
the paramount question is whether or not the military operations 
planned for China are vital to hasten the attack on Japan. Ambas- 
sador Gauss favors taking a strong position with the Chinese as a 
méans of putting our relations with China on a sound and reason- 
ably reciprocal basis, 

It was generally agreed that if the Secretary of War and General 
Staff felt that a change in the military program in China was war- 
ranted, the matter should then be presented to the President for 
his decision. Treasury representatives urged that no decision should 
be made on this question on the basis of financial considerations. 

February 18: Cable dated February 15 received, transmitting mes- 
sage from Dr. Kung, informing Secretary Morgenthau of rise in 
black market rate for U.S. currency. Dr. Kung quotes a rate of 
195 to 1. 
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February 19: Cable was sent to Adler from the Treasury instruct- 
ing Ambassador Gauss and Adler to inform Dr. Kung that the United 
States Government regarded the $500 million credit as an outstanding 
obligation of the Chinese Government. 

February 24: Mr. White was informed by General Clay that the 
War Department had received a cable from General Hearn suggesting 
that the Chinese be asked for a loan of 24 billion yuan. Mr. White 
discussed this matter with Mr. Bell. General Clay was then informed 
that the Treasury felt that the funds should be made available in the 
form of an advance rather than as a loan and that repayment should 
await decision on the exchange rate question. Furthermore, any pro- 

posed agreement should be examined in Washington before it was pre- 
sented to the Chinese. General Clay indicated that he agreed with 
this. 

February 24: Cable received from Adler dated February 23 asking 
for permission for Ambassador and himself to refer to Dr. Kung's 
message to Secretary transmitted in cable of January 27 when they 
SUSO with Dr. Xung his assertion that the $500 million had been 
repaid. 

February 25: Mr. Bell was telephoned by General Somervell and 
informed that the War Department was contemplating invoking mili- 
tary sanctions against China but that the Joint Chiefs of Stat! would 
like the Army to consider the possibilities of financial sanctions 
against China because they would be less drastic. The General also 
informed Mr. Bell that the War Department was thinking of sending 
General Pat Hurley to Chungking. 

February 26: Cable sent to Adler giving him requested permission 
to refer to Secretary's cable. 

February 28: Received copy of cable dated February 24 from Am- 
bassador Gauss, indicating that Army anticipated that their Chinese 
currency requirements for the four months from March 1 would be 
CN$6 billion per month or a total of CN$24 billion. The Ambassabor 
in this cable indicated serious fears regarding the effect of these ex- 
penditures on the Chinese inflationary situation. Ambassador Gauss 

indicated that, as yet, he had taken no action to present the over-all 


picture to Dr. Kung. 4 

February 29: Meeting held in Mr. Bell's office, together with repre- 
sentatives of War and State Departments. At this meeting it was 
indicated that the new estimates of U.S. Army requirements in China 
were being presented to Dr. Kung. General Clay read a cable from 
General Hearn supporting a proposal made by Dr. Kung that U.S. 
currency be made available to Dr. Kung to help drive down the black 
market price for U.S. dollars. Serious doubts were expressed by 
Treasury representatives as to desirability of acquiescing in this re- 
quest, but it was finally agreed that 20 million of U.S. currency would 
be sent to India and of this amount $5 million made available to Dr. 
Kung for experimental purposes. Any additional amounts would be 
conditional upon agreement being reached on an acceptable exchange 
rate. In this way it was hoped to strengthen the hands of the ne- 
votiators who seemed to be hopeful of reaching an agreement on the 


exchange rate question within a month. 


MORGENTHAU DIARY 1081 


General Clay was given Treasury's suggestions on financial sanc- 
tions and, after the meeting, copies were sent to the State Department. 

March 1: Cable sent to General Hearn in Chungking informing him 
that Army was arranging the shipment of 20 million of U.S. ey rrency 
to India, of which $5 million would be sent into China as an experi- 
ment. General Hearn's views asked as to practicability of U.S. cur- 
rency being sold by the Chinese Government under the supervision of 
a Board having a representative of the Treasury Department, the 
profits being derived ASEO to be divided between the two govern- 
ments. 

March 3: Treasury informed that Chinese have agreed to advance 
5 billion of yuan to meet expenditures during March. 

March 3: Received cable from Adler, dated February 29, informing 
Treasury that Dr. Kung has indicated that he would prefer that the 
sales of U.S. currency as took place should be on joint account of China 
and ourselves. 


(Book 710, pp. 48-50) 
TREASURY DEPARTMENT DIVISION or MONETARY RESEARCH 


Date: March 17, 1944 
To: Miss Macdonald 
From: J. Morgan (Mr. White's office) 

On March 16, 1944, Mr. Friedman sent this letter in a sealed en- 
velope to Mr. Solomon Adler for delivery to Dr. Kung, together with 
a copy for Ambassador Gauss. 

> Marcu 14, 1944. 


Drar Dr. Kuno: I am writing to inform you that I have instructed 
Mr. Solomon Adler to stay on in China as U.S. Treasury represen- 
tative. 

Mr. Adler will continue to do all possible to promote friendly and 
close relations between China's Ministry of Finance and the U.S. 
Treasury Department. 7 

I would like to take this gecasion to thank you for your kindness 
towards the Americans who were associated with the Stabilization 
Board of China. 

I trust that this letter will find you in the best of health. 

Sincerely yours, 
(S) H. Morcenrnan, Jr., 
Secretary of the Treasury. 
Dr. H. H. Kuna, 
Minister of Finance, 
Chungking, China. 


ISF/efs 3/9/44. 
TREASURY DEPARTMENT DIVISION OF MONETARY RESEARCH 


Date: March 10, 1944 
To: Secretary MorcEnTHAU: 

1. At our request Mr. Adler has resigned his position on the Sta- 
bilization Board as of February 29th. As you know, the Stabilization 
Board is being dissolved in view of our decision not to renew the 
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stabilization loan. We wanted Mr. Adler to resign on January Ist, 
but the Chinese urged us to have him remain until certain matters 
of the Board could be cleared up. We instructed him, therefore, to 


resign on February 29, which he has done. s 
2. I am attaching for your approval suggested letter to Dr. Kung 


informing him that we are asking Adler to stay on in China as U.S. 
Treasury representative. If you sign this letter, we will send a cable 
to Adler informing him of this appointment. 

H. D. W. 


(Book 711, p. 230) 
Marcu 18, 1944. 


MEMORANDUM FOR THE FILES 


Mr. Lochhead called the Secretary’s office yesterday and said that 
he wanted to see him. He told Mr. Fitzgerald that he had received 
an invitation from Minister Kung and K. P. Chen to come to China 
and he wanted to see the Secretary to tell him about it. The Secretary 
via Fitzgerald said that he would have to see Mr. White. 

Mr. Lochhead called on me at 11: 00 a.m. today and said that he had 
received a cabled invitation from Mr. Kung to come to China to dis- 
cuss problems of reconstruction and their relationship to his organiza- 
tion here. He was rather vague about the subject of his trip. I asked 
him didn't I remember correctly that his contract with the Universal 
Trading Company ended this year, and he replied “Yes.” 1 said then 
wasn't it time that he renewed the contract, and wouldn't he have to 
go to China to renew the contract? He replied “Yes.” However, he 
said that his contract was with the Finance Minister and he was only 
assigned to Universal so that in a sense he said he was working for 
Kung. He said he thought he ought to inform the Secretary first of 
his proposed trip. He said that, of course, if the Secretary disap- 
proved, he would like to know. I said that it seemed to me it was 
a matter which rested wholly with himself. Since it was a question 

-of renewal of his contract I didn’t think the Secretary would have 
any objection to his going to China to discuss the matter with the 
Chinese. He then said that he had been by to see Currie, Cox and 
Vincent and discussed the matter with them. He also said he knew 
there were a lot of things going on and he thought Kung might raise 
a lot of questions with him on reconstruction. etc. He said there were 
some things he would be glad to take up for.us; he might be of help 
to us in some of the problems we were confronted with. I said that 
we had a number of problems; that we handled them, together with 
State and Army, by cable and through other appropriate Govern- 
ment officials here. 

Lochhead said he is trying to get transportation and State Depart- 
ment might ask Treasury for Treasury approval. I said that I didn’t 
see how they could ask Treasury approval since Treasury had noth- 
ing to do with his.trip and that it was entirely a personal matter be- 
tween him and his employers. He said that they might call up to 
find out whether he was “all right.” I replied that “They know you 
well and, of course, there could be no trouble on that score.” He said 
he planned to go by about May Ist and would drop in again and see if 
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we had anything to transmit to K. P. Chen. He then showed me the 


cabled communication which requested that he come to China to dis- 
cuss matters. It was signed by Kung. 


H. D. Warrer. 


(Book 712, pp. 53-55) 


MEETING IN SECRETARY’S OFFICE, Marcu 20, 1944, 3:15 p.m. 


Present: 
Secretary Morgenthau 
General Somervell 
General Clay 
General Carter 
Mr. D. W. Bell 
Mr. Vincent, State Department 
Mr. H. D. White 


Secretary Morgenthau said that the President had transmitted to 
him a letter dated February 17 from Madame Chiang to the President 
and a note appended asking “What do you suggest?” He read the 
letter aloud to the group. After reading the letter the Secretary said 
that it was his understanding that the work on the airfields was now 
proceeding satisfactorily. General Somervell nodded assent. Secre- 
tary Morgenthau then went on to say that it was his thought that a 
reply to the letter from the President to Madame Chiang should in- 
dicate that the discussions on the financing of the Army expenditure 
should go forward in Chungking between General Stilwell as the 
President’s representative on this matter and the Generalissimo. He 
said he felt that during the next couple of months while the airfields 
were being built the Army ought to handle this matter. 

General Somervell replied that he thought that it was all right for 
the Army to handle the immediate question (he said the Army would, 
of course, continue to work closely with State and Treasury represen- 
tatives in Chungking and here) but he thought somebody very im- 
portant should go to China tg settle the larger economic and financial 
mess and he said that the only man who could handle the job, in his 
opinion, was Secretary Morgenthau. The Secretary replied “Well, 
if I thought that the work for the Army was being held un I would 
of course go but I understand that things were going all right and the 
work not now being held up. Ts that not so?” “The General replied 
that that was true but that there were these larger problems which 
were not being settled which needed to be taken care of. The Secre- 
tary replied. that if necessary he might be able to go this summer. By 
that. time, the military situation in the Far East might be substan- 
tially improved so that he might be able to accomplish much more. 

General Somervell answered that he was not in control of the mili- 
tary situation and therefore was in no position to promise that the 
military situation in the Far East was going to be substantially im- 
proved but that he certainly hoped it would be. Tlowever, he re- 
peated that he thought that the economic and financial job to be 
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done in China was a very big one and somebody would have to go 
that would have more authority than himself or anybody else and 
thet the person who could go there and speak to the Generalissimo 
with the necessaty authority would be Secretary Morgenthau. Gen- 
eral Somervell said he thought that the job to be done in China was 
big enough and urgent enough to justify Secretary Morgenthau’s 
going there. 

General Somervell expressed the view that Madame Chiang’s let- 
ter to the President had a much improved tone than the earlier one. 
Apparently the negotiations, events and second thoughts had a sober- 
ing effect on her he thought. 

Mr. Vincent said that he would like to raise the question first as 
to whether a reply to Madame Chiang’s letter was the appropriate 
medium to transmit information that so important personage as 
Secretary Morgenthau was to go to China. He thought that it might 
be preferable to be vague at this point and if later it deemed desirable 
for Secretary Morgenthau to go, some other channel might more 
appropriately be used to communicate that fact to the Generalissimo. 
He thought that sending that information through Madame Chiang 
would serve to further build up Madame Chiang. 

The Secretary asked Vincent whether it was not true that there 
was no certainty that Madame Chiang was not always expressing the 
view of the Generalissimo or Kung, that she at times plays an inde- 
pendent role without making it clear that that was so. Mr. Vincent 
agreed that that was so. 

The Secretary commented that the point that Vincent raised 
seemed sound. [I pointed out to the Secretary the next day that 
the letter from Madame Chiang to the President. specifically stated 
that she was transmitting a request for a mission from Kung and 
the Generalissimo and Vincent who had not read the letter but had 
only heard it read once by the Secretary probably overlooked that 
point.] General Clay replied that the matter of the appropriate 
channel of making the invitation was a matter about which he could 
not. know, that would be State Department and Treasury business. 

Vincent also said that the Secretary before he went would probably 
want to have in mind specifically what‘he was prepared to offer the 
Chinese. The Secretary said naturally he wat want that. decided 
before he left. The Secretary said he would go into that aspect of 
the problem thoroughly before he would go if the President were 
to send him. 

Genera] Somervell said that General Clay had an idea that seemed 
to him pretty good, as follows: They would like to offer the Chinese 
US$500 million as an advance payment against the expenditures in 
the months to come. He said that they expected to spend more than 
that during the ensuing months. The Secretary said he didn’t believe 
that would be of any help in solving China’s inflation problem and 
was inclined to doubt the wisdom of any such step at this time. How- 

ever, he would like to think about it. Mr. Bell commented that he 
thought that was much too much money to give the Chinese at once 
and he hoped they would only give them a part of that each month. 
The Secretary said that it was his view that the decision as to 
whether or not to go along with the contemplated construction pro- 
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gram in China in the face of the claim by the Chinese that the pro- 
gram would break down their economy was a military decision. Vin- 
cent asked whether the Treasury was willing to recommend that the 
plans on the airfields be continued even should Adler’s reply to our 
cabled questions indicate a similar attitude as that expressed in Gauss” 
recent telegram. White replied that the Army doubtless renlized and 
should be constantly aware of the fact that the impact on the Chinese 
economy of their proposed program was a serious matter, that it would 
definitely accentuate the rate of inflation and that presuinably the 
Army felt that the important military results of the program out- 

weighed the danraging effect of the program on the Chinese economy. 

That decision, White stressed, would have to be a military decision 

since the rest of us were in no position to determine the military need 
for or consequences of the program. General Somervell said that he 

could assure us that the effect of the program was going to be signifi- 

cant, whether it would outweigh the economic consequences he did 

not know. 

Vincent, in response to a question by the Secretary, said that he 
thought it was an exaggeration to say that the Chinese economy 
couldn't stand up under the impact of the added expenditure of the 
proposed program. Nonetheless he said it would have some damaging 
effect. He wondered whether it would not be possible for the Army 
to request. the possibility of shipping in the 2,000 tons of food a month 
as was suggested by Ambassador Gauss to alleviate the situation. 
General Somervell and General Clay both expressed the view that 
it was definitely impossible to utilize any of the shipping facilities 
for such goods. In any case they doubted the efficacy in such ship- 
ments for checking inflation. White commented that even partial 
shipments of that character could have a substantial effect in reduc- 
ing the intensity of the impact in the areas where most expenditures 
by the Army were taking place if the distribution of consumer goods 
and materials were confined to those areas. General Somervell reit- 
erated that transportation facilities were definitely not available for 
such purposes. 

The meeting adjourned with the understanding that the Secretary 
would have the reply drafte and would show it to the Army and 
State. 

H. D. WHITE- 


(Book 714, pp. 215, 216) 


TREASURY DEPARTMENT [NTER-OFFICE COMMUNICATION 


Date: March 27, 1944. 

To: Secretary Morgenthau. 

From: Mr. White. 

Subject : Effect on China’s economy of U.S. Army expenditures. 

1. On March 11 cable was sent to Adler instructing him to send im- 
mediately his evaluation of the economic situation in China, with par- 
ticular reference to the effects of our present and projected military 
activities. He was asked to comment especially on the relative im- 
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portance of our military expenditures in bringing about the rapid rise 
in prices as compared with the other causes of inflation and the immi- 
nence of an economic collapse. 

2. On March 25 a cable was received from Adler dated March 23, 
copy of which is attached hereto, replying to our cable. In general 
Adler takes the position that the economic situation in China is very 
serious. In 1943 prices trebled, while in 1944 prices are rising even 
more rapidly. Production is declining and the Chungking Govern- 
ment continues to finance its expenditures largely by the use of the 
printing press. Adler points out that the basic causes of China’s 
economic difficulties are the growing disintegration of the military 
and political power of the Central Government, the isolation of China 
from the outside world and the failure of the Government to make nec- 
essary internal reforms. 

3. With regard to the effect of the contemplated U.S. Army pro- 
gram, he concludes that while the Chinese economy might be able to 
stand this extra strain—and he emphasizes the “might”—he feels that 
it is highly questionable whether we should incur the risk of imposing 
this strain on her unless the Army has over-riding strategic reasons 
for doing so. He recommends strongly that the Army should not 
make plans for further construction projects after June, 1944 which 
would entail the heavy expenditures which are contemplated for the 
first half of this year. At present projected expenditures for the 
three months, April to June, 1944, are CN$12 billion and actually are 
more likely to exceed CN$15 billion. 

4, Thus, Adler's cable bears out our feeling here that although 
China’s economic difficulties are fundamentally and chiefly caused by 
factors other than the United States Army military program, and that 
these would continue to grow even if our military program was sharp- 
ly curtailed. The decision, however, to carry out our contemplated 
military program at this stage of economic deterioration will gravely 
accentuate China’s economic difficulties and the Army, by insisting on 
continuing without reduction its contemplated program is, of course, 
assuming a grave responsibility which can be justified only by im- 
portant military considerations. 
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Marcu 29, 1944. 


3:10 p.m. 
CANADA AND CHINA 
Present: Mr. White 


H. M. Jr: The President sent me a copy of the cable which he sent 
to Mr. Churchill and it is as we wrote it. It went on the 24th. 

Mr. White: No comment on his? 

H. M. Jr: I don’t know whether that was in it or not. I have it 
right here. (Refers to attached suggested reply to Prime Minister 
Churchill from the President.) i 

I am scared to death. I don’t know what to do with these things. 

Mr. White: It sounds identical. 
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H. M. Jr: What day was the 24th? That was last Friday. It 
went the day I sent it. 

Mr. White: Are you going to let State Department know that 
went, or will they know anyhow? 

_ H. M. Jr: No, but I very much would like to have Stettinius know 
16. 

Mr. White: Stettinius? 

H. M. Jr: Yes, he ought to know. 

Mr. White: He is in England? He has gone? 

H. M. Jr: He has not. There is something funny about the whole 
business. 

I would let Mr. Hull know and say to please advise Mr. Stettinius 
and see that he sets a copy. 

Mr. White: Why don't I call Hull's secretary ? 

H. M. Jr: Yes. And I think a copy should go to Winant, somehow. 
The thing 1 am interested in, 1 want Winant to know that those 
things center here from now on. 

Mr. White: Why don't we just send a cable to him? 

H. M. Jr: Yes, but I would like Winant and Stettinius to know. 
Will you take care of that? 

Mr. White: Yes, but you want the cable to Winant to go from 
you? 

H.M Jr: I don’t care how it is done. 

Now, I asked to see the President, and I have only got another 
twelve hours, or so. When I go I want to give an answer to Madame 
Chiang. 

Mr. White: Now, this is what we have here, a suggested answer to 
Madame Chiang; there is a memorandum to you, and a suggested 
memorandum from you to the President. The memorandum to the 
President is a little long, and its length is justified only by the im- 
portance of the matter. (Shows drafts to the Secretarv.) 

We just got a cable five minutes ago which may call for a change. 
_ H. M. Jr: Before I do this, is there a must on your list today ? 
They said something about Canada, 

Mr. White: Yes, Canada is all wound up and all ready for signa- 
tures. o 

H. M. Jr: Let's hold the other, then. 

Mr. White: Canada first? 

H. M. Jr: Whatever is important. 

Mr. White: I think Canada is a must, and I think also, from what 
you suid, that there is a must on the question of the Ontario Con- 
ference. 

H. M. Jr: I have a man coming in at three-thirty which will take 
fifteen minutes. You can leave everything here and come back again. 

Mr. White: The Canadian thing is all wound up—all the docu- 
ments. I want to show you first a document of the schedule which 
Clark initialed, and he insisted on my initialing it, and we sent it back. 
You can keep that aside for a moment. (Refers to Schedule covering 
agreed program referred to in letter from Hon. J. L. Tisley, Canadian 
Minister of Finance, to Hon. Henry L. Morgenthau, Secretary of the 
U.S. Treasury, dated March 24, 1944, attached.) 
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H. M. Jr: Do I want Vincent here when I talk about China—from 
the State Department? j 

Mr. White: I think you better make that decision after—I just 
talked with Vincent. a 4 

Now, here is the letter to Hull giving him the whole story and 
keeping him informed. (Hands the Secretary cover letter to Secre- 
tary of State, enclosing correspondence with Mr. Isley, Canadian 
Minister of Finance.) 

H. M. Jr: Now what did you do about that question of the end 
of the road of Canada—I mean its terminal? How was that settled? 

Mr. White: Well, they took the part of that, and the nine million 
dollars on the highway; it is all lumped in. We also found seven 
million more dollars. The airports were going to cost seven million 
more dollars than they had informed us, so rather than put the ques- 
tion in quite that form—I thought they would hit the roof—so I got 
in touch with Clark and I asked him: Would the Canadian Govern- 
ment rather pay seven million dollars or would they rather take over 
the contract. You see, neither had been mentioned. And, of course, 
they came back saying they couldn’t possibly pay seven million more 
after they had taken this matter up, so they will take over the con- 
tract. Our Army preferred to fill the contract themselves. They 
didn’t like the Canadians to do it. 

But the position 1 took was that that is going to cost us seven mil- 
lion dollars whether they like it or dislike it. We would rather have 
Canada do it. 

H. M. Jr: I think when you go out of here at three-thirty, we ought 
to send the same thing to the President that we send to Mr. Hull. 

Mr. White: Thi8 is what I have for the President. (Hands the 
Secretary Memorandum to the President on Canadian and U.S. Dollar 
Balances, which the Secretary initials ) 

H. M. Jr: I really ought to do this oftener, working this way, then 
the girls know what it is all about. 

Mr. White: Now, here are four letters, one to the Secretary of 
War, one to the Secretary of Navy, one to Mr. Crowley, and one to Mr. 
Jones, telling each what they must do, what we have agreed upon with 
respect to Canadian contracts. (The Secretary signs the above-men- 
tioned letters) 

H. M. Jr: Those things that you gave me the other day—for in- 
stance, the rules to go by when they invade these various countries— 
did you draw those up ? 

Mr. White: Not the first one, we did the other three. 

H.M. Jr: Who does that work? 

Mr. White: Several of us—the lawyers—Taylor. They had an 
original there at the C.A.C. which is very different; we rewrote it. 
That is the Civil Affairs Committee. But even the draft they made 
was based on one of our earlier drafts of the earlier countries. 

H.M. Jr: I was going to compliment you on it. 

Mr. White: It is a gradual process, because each country makes the 
next oneeasier. But the first paper was written by President Number 
One, and he didn’t even permit it to be jointly written, which is usually 
done, and he is sending it to Churchill, asking for their approval. It 

was done deliberately that way. 
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H.M. Jr: Any more on Canada? 

Mr. White: That is all on Canada? Now we have nothing further. 

H. M. Jr: Let's do China. 

Mr. White: I just got a cable. This has a new proposal. I can ex- 
plain it quickly. 

H. M. Jr: Whois this from? 

Mr. White: This is from Stilwell to Somervell. (Refers to at- 
tached paraphrase of message No. CFB 15326, 27 March 1944, Cor- 
rected Copy, to General Somervell from General Stilwell.) 

H. M. Jr: What is CN? 

Mr. White: That is Chinese dollars, yuan, I suppose. May I see it? 
Chinese dollars. I think there should be a dollar sign with a “C” 
before it. 

H. M. Jr: You will have to explain this. 

Mr. White: I will see that you get a copy. 

The proposal which is being made is that the Chinese Government 
give them Chinese currency and that the Army merely advance them 
U.S. money as an advance. The rate at which the money will be ad- 
vanced, they say, is anywhere from one hundred and twenty-five to two 
hundred. 

We have been asking for a hundred rate, but the advance will take 
one hundred and twenty-five to two hundred, they think. But the 
question will not be settled; that will be money which we put at their 
disposal. Sometime after the war there will be a question as to 
whether that settles it, or whether China is entitled to more money. 

Tt will also make possible that probably China will use it, saying 
that she is extending aid to America in her war effort; and how much 
aid she will figure it, will probably bear no relation to the advance. - 

Now, I think that puts us in a good position, because I think we are 
in a better bargaining position later than we are now. 

H. M. Jr: How much does that mean we would advance every three 
months ? 

Mr. White: 1f they use five billion, and let's say they take the 
hundred-to-one rate, 1t would only be fifty million. 

H. M. Jr: One hundred and fifty million for three months? 

Mr. White: One hundred :Mad fifty for three months, yes. 

H. M. Jr: That was a good guess on my part. I carry the fifty 
million a month in my mind. 

Mr. White: If they get a better rate, it will be less than that. I 
don’t understand Chiang Kai-shek accepting that. If he wasn't too 
dumb he knew they would accept a fifty rate, 

H. M. Jr: In the light of that, do you think the President should 
answer Madame Chiang? 

Mr. White: Maybe slightly different. This doesn't in any way settle 
the question. It settles the immediate need for currency for the air 
fields, and I think if you will read the memorandum from you to the 
President—I could see why the matter is really important. We are 
cooking up quite a program—a real important program. 

H. M. Jr: I don’t think there is a chance of my going. Oh, Harry, 
My God! The President will never read it. (Refers to original draft 
of Memorandum to the President, attached.) H 
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Mr. White: You can’t get on top of that Chinese situation without 
reading it. We can boil it down, maybe, another page or so. 
H. M.Jr: He will never read this. 
Mr. White: How much do you think he would read ? 
H.M. Jr: He won* read more than two pages. 
r Mr. White:, We will try. You see, there is a rather serious point 
there. 
H. M. Jr: Talk at me for a few minutes. What is there in there? 
I know the President. He never in the world would read that. 

Mr, White: The memorandum to you is much shorter. 

H. M. Jr: Can I read that? 

Mr. White: Yes. (Secretary reads memorandum from Mr. White, 
dated March 27, 1944, attached.) 

That was written before we got this cable. The important thing 
to stress to the President, I think—-that you have to do—is that the 
program which the Army has will unquestionably aggravate an al- 
ready bad situation, and that he should be cognizant of what to ex- 
pect, and he should also be prepared for the charges that the Chinese 
Government unquestionably will make, that we have caused the serious 
deterioration in their economy. 

Now, I think he has to know that, because I don’t think the Army 
has explained it to him, and I think that you have to have that for 
your protection—that he has got to know. 

H. M. Jr: Do you do that in this letter ? 

Mr. White: To Madame Chiang Kai-shek? 

H.M.Jr: Yes. 

Mr. White: I don’t see how we can. 

H. M. Jr: Can you say, “I hear from General Stilwell we are mak- 
ing progress”? 

Mr. White: Well, we do say we are making progress. Maybe that 
is enough. 

H. M. Jr: Oh, yes. Well, Harry, you have got to take me some 
place, up on the farm or some place, where I have a couple of hours 
to thrash this thing out, because I am not ready yet to say I am willing 
to goto China. 

Mr, White: If you don’t feel that thé letter needs to be answered, 
and maybe it doesn’t, then just wait. Negotiations are going on. 

H. M. Jr: Couldn’t he answer that letter without any reference to 
a mission ? 

Mr. White: Oh, sure, sure. We can give him just a little more than 
a letter of acknowledgement, easily. We could easily say, “I under- 
stand from General Stilwell that progress is being made in the dis- 
cussions. q 

“I appreciate that an adjustment of that will not meet the larger 

- problem, but we will take care of that later, or discuss that later,” or 
something like that. 

H. M. Jr: I think so, because I tell you, I know I have had a rule, 
which is a pretty good one, and that is that when it comes to doing 

“ business, Governmental business, I never want to get more than a 
hundred yards away from the White House. "E 
All these other trips that I have taken I was never on a mission. 


I mean, I want to let that sink in. 
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Mr. White: Except this is a bigger job than I think anybody has 
ever attempted. 

H. M. Jr: I have never gone on a foreign mission. I mean, I have 
gone abroad, but I went to get information. 

Mr. White: Well, I would need some time to talk to you about what 
needs to be done and what might be done. 

H. M. Jr: All right. And when you do this thing—during the 
last ten years you look over the record of anybody who has gone 
abroad for the President and had a lasting success. You give me 
one example. 

Mr. White: Well, obviously, I don't think you should go abroad, 
and I know you won't unless you had something 

H. M. Jr: No, but you give me an example of somebody that the 
President sent abroad. You could say that Hull went to Moscow 

Mr. White: Well, it isn’t canted 

H. M. Jr: Wait à minute. He went to Moscow and now look what 
they are doing to him. 

Well, I want you to think about it—have somebody who could go, 
accomplish something and have it stick. 

Mr. White: I will. This is a big job. I don’t think it should be 
approached unless you have a program in your mind to do the job, 
and money in your pocket. 

H. M. Jr: What I have in mind is this, possibly—I am tired again. 
I am not going to let myself get down. Iam planning to leave Friday. 
After I have had a day or two in the country, and if I can still stay, I 
may let you know. You may want to take in a couple of shows in 
New York and spend one day in the country with me. You like to go 
to New York and take in a couple of shows. 

Mr. White: All right. A 

H. M. Jr: And then come up there, maybe, and we can walk around 
the place and talk this thing out. 

Mr. White: That can easily wait for that. 

Now, do you think you still need an answer to the letter? That 
can very easily be RA just an answer to the letter, which would 
satisfy requirements of an answer to the letter, and dodge the issues 
for the time being. It can easily be prepared if you feel that one 
has to be prepared. If it doesn't, you can drop the whole matter 
and leave the answer to that as an excuse to raise the issue later. 

H. M. Jr: No, I think the President should give an answer 
dodging it. I would like you to get somebody started on that, on the 
theory I am going to see him in the next twenty-four hours, you see, 

Mr. White: Vincent told me that they seemed to feel certain that 
a letter has gone to the President from the Generalissimo or Ma- 
dame—an important. letter on the political developments. Do you 
know anything about it? 

H.M. Jr: No. 

_Mr. White: He didn’t, either. He was just fishing for informa- 
tlon. 

H. M. Jr: My dear Harry, I always tell you these things. 

Now, if I can see Mr. Palmer—and after I have seen him—it will be 
about fifteen minutes. You leave your papers here, 
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(Book 717, pp. 83-89) 


(Copy) 
Received 4/3/44. 


C/O U.S. EMBASSY. 
Chungking, China. 
Strictly Confidential 
Letter IX 

Dear Invine:-I got back from Kunming too late to catch last 
week's pouch and therefore am somewhat in arrears. There have been 
no striking developments such as the press conference reported in my 
last letter. I have the subjectively irritating feeling that something 
is going to happen fairly soon but what and when I cannot say with 
any precision, and this feeling is shared by many other Americans. 

As you know the inflation is gathering pace, the financial negotia- 
tions with the Army and State have bogged down, and Stilwell who 
is due here soon is in a riproaring rage ‘because of the inactivity of 
13 Chinese divisions on the Salween front in Yunnan who were sup- 
posed to move to the offensive to synchronize with the push up the 

Ledo Road. The Generalissimo apparently is cracking down on Kung 
to be tough with us in the financial negotiations, so all in all what 
with military and financial complications—not to mention latent po- 
litical issues—Sino-American relations cannot be said to be exactly 
happy. None of us can tell what the upshot is going to be because 
no one here knows.—I shall not say with certainty but with rea- 
sonable confidence—what the official line in Washington is. Which 
gets us back to the old story; wanted, badly wanted in fact, coordina- 
tion of our China policy back home. 

To descentl to a lower level. The ostensible reason for Kung's trip 
to Kunming was to do something about the black market, and to make 
this appear the more plausible he invited Ted Acheson, Arthur Young 
and myself to accompany him. Actually while on his return he was 
very critical of the gold and US currency market situation in Kun- 
ming, he did not do anything about it nor does he intend to in the 
near future for the simple reason that the Provincial Govt. gang is 
in the picture and the Central Govt. does not feel strong enough to 

- crack down on them at this time. The Governors crowd is making 
hay while the sun shines though it overplayed its hand on gold by 
buying on top of the market, though I am afraid they will probably 
get a chance to avoid having to take losses when gold rises again. 
No, the real reasons for Kung’s visit were: 

a. The row between the Generalissimo and Madame which accord- 
ing to most informed people was due to the Generalissimo’s installing 
a concubine on the south bank. Apparently Madame Chiang’s ad- 
miration for the ancient Chinese virtues of which both she and the 
Generalissimo prate does not include tolerance of a party of the third 
part. The quarrel apparently was quite serious and she went off in 
a: huff to Kunming with Madame Kung. It was Kung's function to 
patch up matters and bring her buck. He succeeded in bringing her 


back but whether he patched up matters is a different question. The 
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gravity of the family quarrel is perhaps attested to by the fact that 
the whole Soong family, except Madame Sun who is the family out- 
sider anyhow, accompanied Kung to Kunming, including T. V. who 
at the moment seems to have moderately friendly relations with Kung. 

b. The need to take up Central Government- Yunnan relations on the 
spot and particularly to induce Governor Lung to withdraw the ob- 
jections he had last year to Kung’s being appointed head of the Ex- 
ecutive Yuan, in which I understand he succeeded. It does not take 
a big stretch of the imagination to guess that this consideration must 
have cramped Kung’s style with respect to such practices as putting 
old provincial currency mto circulation in order to acquire US$ and 
gold (Did you know that US$ are called gold by almost everyone 
including American soldiers in China? Anachronisms sometimes die 
hard.) without cost, which I reported in my cable on my peregrina- 
tions. 

The trip, it goes without saying, was a most pleasant change in 
every way. Chungking wears one down and getting away once every 
few months helps a lot. Fortunately I have been able to do so since 
last August; I do hope that Treasury business will enable me to keep 
on doing so, and am in fact banking on our interest in the Indian gold 
and silver markets requiring me to revisit India’s coral strand in the 
not too distant future, as crossing the justly celebrated hump is not 
so arduous during the next few months. The economic highlights 
of Kunming and Kweilin were given in my cable. Kunming is a 
thoroughly disgusting town; Kung admitted in a confidential speech 
to asmall group in Chungking that the extremes of wealth and poverty 
he found there were not exactly conducive to political stability. The 
inflation—or should I say hyperinflation ?—is having a demoralizing 
influence which has even spread to the American Army. Thus theft 
has become increasingly common owing to the enormous temptations 
arising from fantastic prices; the Chinese employees of the Army 
when caught are turned over to the Chinese authorities who first prac- 
tice the ancient torture of hanging by the thumbs on the victims and 
then shooting them; the cases of theft occurring in the American Army 
are punished by severe prison sentences in Leavenworth. The Gov- 
ernor’s 3rd son makes a hobl$y of collecting stray jeeps—the price of 
a jeep in Kunming now is CN$700,000. Recently someone stole a 
jeep from our Consulate by adopting a most original device—he locked 
the compound from the outside and then drove away in style. But 
the demoralization does not only manifest itself in the form of theft; 
to give but one example a colonel at the hostel we were staying at who 
had only arrived in China on that very day asked us what were the 
best ways of making dough in China. He was in deadly earnest and 
prefaced his remarks with the statement that from what he gathered 
“China was one of the most admirable places in the world in which 
to make money nowadays.” A fairly common practice among Army 
people is to sell US$ at the going rate and buy savings certificates 
from the original Chinese purchasers at CN$130-140 per US$, which 
yields them a profit of around 10%. Kweilin is a much plensanter 
town both physically and otherwise, The political situation in Kwang- 
si is somewhat peculiar. While the Kwangsi clique is restive it Jacks 
the troops to be able to afford the relative degree of independence en- 
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joyed by Governor Lung in Yunnan. It flatters itself that it is an in- 
dependent force but that is not actually the case, and Pai Chung-hsi 
and Li Tsung-ren are no longer names to conjure with in Chinese 
national politics, though they still have their fingers in local rackets. 
The Central Government. is by no means strong in spite of the weak- 
ness of the Kwangsi clique, as it also has no troops there. In this 
sense Kwangsi is a vacuum, and the only obstacle to the Japanese seiz- 
ing the whole of the Canton-Hankow railroad and marching into 
Kweilin is the 14th Air Force. In fact many American military and 
political observers believe that the Japanese will attempt to do just 
that as they are driven back from their outer lines in the Pacific and 
that it will be touch and go unless the Central Government sends 
troops in, which it has refused to do so far. Our Army receives little 
cooperation either from the local or Central Government authorities 
in Kwangsi. En passant it is worth mentioning that the Kwangsi 
clique gets CN$200 million a year from squeeze from the land tax 
which the Central Government knows about but has not yet prevented, 
that it has for all practical purposes put the non-Government banks 
out of business for the benefit of the Kwangsi Provincial Bank, that it 
eyes Central Government attempts to horn in on its preserves with 
extreme suspicion, and that it is envious of Governor Lung’s crowd 
for the things they can get away with in Kunming, though it must 
be admitted that it is not as odious as the Yunnan clique. 

Our Army S.O.S. relies on a group of middlemen who received 
their business training in Hong Kong, and who are much more in- 
terested in the commissions they can extract than in getting things 
done efficiently and cheaply, with the result that honest. merchants 
are scared away from S.O.S. business. Incidentally many of the con- 
tractors in Kunming, Kweilin, and Chengtu are family and personal 
connections of the Minister of Communications; in Chengtu also 
honest contractors shy away from doing business with the American 
Army, but I have written at length on the subject of our Army’s 
method of doing business both in my last letter and in the cable I 
got off today. 

I forgot to mention that the Government banks are actively en- 
gaged in the hoarding of commoditiesyin Kweilin; one spicy story 
runs to the effect that a Central Government bank examiner sent down 
to see that Government banks kept away from commodities got into 
the same business. 

The Japs honored us with an air raid during our visit to Kweilin; 
we were routed out of bed at 2 a.m. and did not get back to sleep until 
5 am. By the way I saw your old colleague Chen Han-seng in 
Kweilin. He stands very high with the American community there, 
and is not much changed from his Hong Kong days, 

Am enclosing some overdue Board reports which have only a his- 
torical significance if any. Would you mind repeating to Mikesell 
my request that he send me information on gold-selling in the Mid- 
dle East? One never knows—it might become pertinent here if the 
Chinese Government summons up enough courage to embark on an 

active gold-selling policy. ne oe puny o een gements are 
being made about my per diems, but in the meantime could you see 
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to it that my salary is paid into my account in the Riggs? Many 
thanks, 

_ Am also enclosing a report on the Border areas on which I comment 
in my letter to Dr. White. Dr. White's reaction to the memo on 
Chiang was very flattering to me; he might be interested to learn that 
I did participate in it to the extent of having a couple of conversa- 
tions with its author before he wrote it and suggesting revisions of 
the first draft. l 

Do you see the I.P.R.* crowd nowadays? If you do, you might in- 
form them that they have completely bafied decent people here by 
appointing Wellington Liu to the Secretariat of the forthcoming 
LP.R. Conference and by allotting him US$10,000 for research? 
For some reason or other they don't want to believe what is common 
knowledge here, namely that Liu is a pretty highly placed member 
of Tai Li's outfit. I had a talk with Holland on the subject last 
summer and he seemed to require written evidence to establish Liw's 
membership in the Secret Service. Since then 1 have received further 
evidence—not. written but satisfactory to anyone but an ostrich— 
that such is the case. Of course he will be very well placed from 
his point of view in the I.P.R. Secretariat. 

Shall be very interested to learn of the further progress in the 
monetary negotiations, and am looking forward to receiving your 
comments on the home front. 

The only other item worthy of mention is that the highest class 
in the Central Training Institute has gotten into the habit of hooting 
its professors, including I. C. Koo, C. C. Chien, and other mucky 
mucks. Apparently it all started when Sun Fo gave a critical talk 
on the constitutional draft which displeased the Generalissimo 
mightily. Accordingly he gave instructions to the class to heckle 
any speaker who said anything not in accordance with official doc- 
trine. The next speaker happened to be Y. C. Koo who put his foot 
in it by pointing out that it was much easier to get eggs in ( hina than 
in England, whereupon the class started shouting: “We never see 
any eggs”. C. C. Chien was hooted for talking down to the class. 
An eminent professor of economics got into trouble through his in- 
terpretations of Smith, Ricarflo et al. When the Generalissimo asked 
him what interpretation he had given, he replied that he had fol- 
lowed the path laid down in the Generalissimo's lucubrations on 
Chinese economics, my memo on which you doubtless saw. Another 
lecturer got into trouble by throwing textbook stuff at the class 
many members of which are leading authorities in their respective 
fields. All in all the lecturers have a thankless job steering between 
the Seylla of official doctrine and the Charybdis of safe platitudes. 

What has been the reaction in Washington to the New Republic 
editorial of March 13 on China. I happened to see it at the Embassy 
to which it was cabled out. Does it reflect the prevailing attitude? 
Or is it yet another example of the voice crying in the wilderness? 

With best wishes, ete., 

Yours sincerely, 
(Signed) Son ADLER. 

P.S.—I wonder if you have heard that Hornbeck has been rel- 
egated to post-war planning. 

* Epiron's Note.—Institute of Pacific Relations. See Report No. 2050, 82nd Congress. 


second session, covering hearlngs by Sennte Int ` ly 25, 
1951-June 20, 1952. ernal Security Subcommittee, July 


1096 MORGENTHAU DIARY 


Sino-Russian relations have taken another turn for the worse if 
that were possible. The Chinese claim that Russian planes from 
Soviet Kazakistan bombed Sinkiang provincial troops who were en- 
gaged in the harmless exercise of putting down a Kazak uprising in 
Northern Sinkiang and are trying to get us interested. The Russian, 
Consul-General in Tihwa denied the story and there the matter rests 
for the moment. 


(Book 717, pp. 182, 183) 


TREASURY DEPARTMENT ÍNTER-OrriCE COMMUNICATION 


Date: April 5, 1944 
To: Secretary Morgenthau 
From: Mr. White 
Subject: Reminders and Notes 
1, Mr. Crowley and Mr. Currie want to discuss with you the possi- 
bility of appearing before the Senate Committee on Banking and Cur- 
rency to explain tothe committee a possible way of handling FEA sales 
to the Special Fund of the Army of local currency which they obtain 
from the sale of relief supplies to Italy. They regard this matter as 
urgent. We had a large meeting in Mr. Bell's office last week on this 
matter and you will want to talk with Mr. Bell and myself before 
making a decision on this point. 

2. The reply to Madame Chiang Kai-shek’s letter to the President 
of February 17 awaits your action. We have cleared the draft of 
the letter with the State Department. 

State Department wants to make certain that you inform the Presi- 
dent when you see him on the Chinese matter that military considera- 
tions—according to General Somervell—outweigh the economic con- 
sequences of the large expenditures. 

3. We have not yet received a reply from the Combined Chiefs of 
Staff on the question of sending currency plates to Russia. 

J understand that the letter sent to the Combined Chiefs of Staff 
is now being considered by General HiAdring's office. We learn also 
that the memorandum submitted to the Combined Chiefs of Staff 
was transmitted to the British in London. The British in their reply 
by-passed the question of sending the plates and reportedly stated 
that it would be very desirable to have the Russians use the same 
kind of marks as the Anglo-American Army, and proposed that we 
send them an adequate supply of notes. 

4. The Bureau of Engraving has completed approximately 80 per 
cent of the total order for military lira currency, 80 percent or the 
French francs on order, and over 25 percent of the mark order. The 
mark order will be completed in five or six weeks. The French want 
us to continue printing French francs for the future possible use of 
the French Comite. Td like to discuss the request with you. 

5. You wished me to remind you to examine the memorandum sub- 
mitted to you several weeks ago on the proposed Russian credit in 
exchange for strategic materials. 
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6. The British have just purchased another $50 million of gold in 
the United States today bringing the total purchased by the British 
this year to $250 million. Weare puzzled as to what England is doing 
with this gold. We can account for only about $100 million or so. 
We have asked the British about it but have not yet had time for 
an answer, 

7. The British Treasury has not yet given a decision as to whether 
they will not underwrite the lend-leasing of silver to India. There- 
fore, no progress has Leen made on the lend-leasing of the 90 million 
ounces (10 million, you remember, has been sent). The price of both 
silver and gold in India is rising substantially, due chiefly, however, 
to the progress of the Japanese Ariny into Indian territory. 

8. At a meeting of the Board of Directors of the Export-Import 
Bank it was voted not to grant the $4 million loan to the Dutch East 
Indies for the purchase of small ships. Mr. Crowley was quite in 
agreement with our position through Warren Pierson, President of 
the Export-Import Bank and State Department were not. 

9. You wanted to discuss the memorandum on petroleum stocks in 
U.K. which Cox submitted to you on March 23. 

10. We promised Landis that we would send somebody to the 
Middle East Conference of Finance Ministers, opening on April 24. 
I recommend sending Irving Friedmanif wecan. If you have doubts, 
I would like to discuss the matter with you. 


(Book 719, pp. 14-23) 
APRIL 8, 1944. 
10:55 a.m. 
Forricx FINANCE 
Present : 
Mr. White 
Mrs. Klotz 

Mr. White: You remember that you Ae before the Senate 
Committee on Banking and Currency. That thing has major impli- 
cations there. And while diScussing the banks you got off on a dis- 
cussion of the currency, military currency, and you stated that money 
was being set aside for the Army to equal the military currency which 
-they were spending. 

H. M. Jr: Who said that? 

Mr. White: You did, before the Committee on Banking and Cur- 
rency. You didnt go up there to discuss that, but you remember one 
of the Senators raised the question. 

H.M. Jr: Didn't you say that for me, maybe? 

Mr. White: You said some things, and I said others. 

No, I think you promised them—you said that very careful records 
were being kept. 

H.M. Jr: Was this before or after I read 

Mr. White: Before. It is a pretty good piece of work. 

Did you think that Patton was like that ? 

M. Jr: No. 
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Mr. White: The reason I ask is, rumor had it that it is pretty 
bad, that it is supposed to be Patton, but he didn't strike me as that 
sort of fellow at all. In fact, Y am very doubtful that a man of 
his tastes would be so callous to historical tradition, and so forth. 

H.M. Jr: It didn’t seem to me 

Mr. White: You did say that this money which the Army was 
spending in lira would have its counterpart in dollars set aside. 

H. M. Jr: That is what you said I said. I am not doubting your 
word, but. I would like to have it proved. 

Mr. White: Well, if you still want proof after I get through, I 
don’t know how we can furnish it. 

H.M. Jr: Isn't there testimony ?: 

Mr. White: It was off the record. I don't remember how much 
was off the record, and how much was not. 

Now, the FEA wants to sell some of the lira which it is going to 
get—which it expects to get from the sale of its relief commodities in 
Italy: You see, they now are going to buy things here. The Army 
is going to distribute it, and much of it is going to be sold. So that 

gives them lira. They would like to sell that ‘lira to the Army for 
dollars which they have here. This whole arrangement is an intra- 
Government arrangement. The question is whether FEA shall have 
more money to play with without getting an appropriation froni 
Congress. They want to be able to say they are selling their stuff, not 
giving it away. 

H. M. Jr: Give me an example. 

Mr. White: All right, they buy a thousand dollars’ worth of shoes 
here. They send them to Italy through Army channels. It is sold to . 
Italy, maybe sold for less than it cost. 

H. M. Jr: Let's say that they get their money back. 

Mr. White: Yes, but in lira. FEA now has the lira. The idea is, 
what shall she do with the lira? 

H. H. Jr: She has the physical possession of the lira. 

Mr. White: The physical possession would be somewhere; it would 
be an account for them. The lira would be collected in Italy «nd de- 
posited somewhere. Now, she wants to be able to convert that lira 
into dollars so she can buy more shoes,mnd so she can tell the Con- 
gress that the stuff that she is buying and sending to Italy is paid for. 

H. M. Jr: Where does the thousand dollars come from in the first 
instance? 

Mr. White: From the FEA appropriation. There is a definite ap- 
propriation for that purpose. E 

H. M. Jr: They couldn't do this, for instance— Now let me get this 
straight. This is kind of tricky. They couldn't sell a thousand dol- 
lards worth of shoes, destined for Italy, to the Army in this country 
for a thousand dollars? 

Mr. White: Well, the Army doesn't want to pay out of its fund 
for such relief. Now, they could sell it to Italy for a thousand dol- 
lars, and will sell it—we have made that arrangement—when Ttaly 
has a thousand dollars. Now, Italy will be getting some money when 
there are immigrant remittances, but as of today, she hasn't. 
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H. H. Jr: Isn't it the Army’s responsibility to take care of the 
civilian population ? 

Mr. White: Well, the Army says it doesn’t want to pay for a lot 
of that stuff out of their appropriations. 

H.M. Jr: I think they should. 

Mr. White: Well, that is—— 

H. M. Jr: What excuse does FEA give? 

Mr. White: FEA—apparently that is right within their legal 
authority. 

H. M. Jr: Under Lend-Lease? 

Mr. White: No, they can't lend-lease that stuff. 

Pe M. Jr: But I mean, what part of the law says they should do 
this? 

Mr. White: I don't know. They say it is their legal authority. 

H. M. Jv: I don't like the suggestion you are making or they are 
making, that they send this stuff and then get the lira; then sell the 
lira to the Army and get dollars in that way. 

Mr. White: Well, these dollars don't belong to the Army, anyhow. 
It is a question as to what is going to happen to them, because the 
Army has set them aside. The Treasury has taken those dollars 
and set them aside in a special account. The question is whether 
some of it will eventually be paid back to Italy, and whether the rest 
of it will go into the general fund. So it is not the Army’s dollars. 

H. M. Jr: Well, I don't know what Committee passes on FEA’s 
appropriations, but 1 would want it explained. 

Mr. White: Dan doesn't like the arrangement which they want, 
and he feels that you made a commitment before this Banking and 
Currency Committee. 

H.M. Jr: We will say it, anyway. 

Mr. White: They are perfectly willing. and they want to go before 
their Committee to explain this transaction and get their approval, 
but we have told them that there is a commitment which you have 
before the Banking and Currency Committee. 

They are willing to go with your permission, either with or without 
you, whichever you prefer. That is what we want to talk about. They 
are glad to go directly, or they will be glad to go with you, whichever 
you want. 

H. M. Jr: Let me see if I get this thing once more. They send 
a thousand dollars’ worth of shoes to Italy, and they get a thousand 
dollars' worth of lira. Then they want to turn around and sell those 
lira to the Army. 

Mr. White: To the Special account, which really doesn’t any longer 
belong to the Army. The Army has already bought lira for that. 

H. M. Jr: Well, to a something which is on our books. 

Mr. White: Yes, so that our books 

I. M. Jr: At that rate, they could go on forever. 

Mr. White: Indefinitely, yes. As much as they sell, they could buy. 

Now, in the case of Italy, that doesn't mean that they are actually 
getting paid for it. It is different in France and other countries, 
because in Italy, I think we will end up—I am not sure—by being 
able to get all the lira we want without having to pay for any of it, 
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in which case when FEA sells shoes for lira, which the Army uses, 
they are not really getting paid, because the Army could get the lira 
for nothing. 

H. M. Jr: Harry, this sounds too much like a Ponzi scheme. 

Mr. White: Yes, itisin that family. 

H. M. Jr: In the fivst place, these invasion lira are really of no 
value in the sense that you say: We don’t think we will ever get them 
redeemed. We don’t expect— It is just really meaningless. 

Mr. White: I would rather put it this way: I think that would 
bean unfortunate way of stating it. I think when we end up, Italy 
will owe us. We will redeem every lira, dollar for dollar, but they 
will owe us as much as we owe them. 

H. M. Jr: Now it is beginning to clear in my head. But these 
dollars which we have here on the books, I suppose—they are sup- 
posedly for backing that currency? 

Mr. White: That is what has been said. 

H. M. Jr: All right. Supposing they don’t. They are there, and 
they could revert to the general fund. 

Mr. White: That is right. You either use them to pay Italy to re- 
deem the lira, or they revert to the general fund. Those are the two 
choices. 

H. M. Jr: My answer to Mr. Crowley is this: You get an appropri- 
ation from Congress, and you say that under this appropriation you 
can buy certain articles which you send to Italy. Now when that ap- 
propriation is used up, you can get another appropriation. 

Mr. White: But they want to say, “We are not giving this stuff to 
Italy; we are selling that to them.” That is what they would be doing 
when Italy gets dollars. 

H. M. Jr: Then let's let them wait until Italy gets dollars. This 
looks like a brainchild of our very good friend Lauchlin Currie. 

Mr. White: No, it was a joint suggestion. We suggested it, know- 
ing that there would be difficulties, merely as one of the ways it might 
be handled. 

H.M. Jv: Idon't likeit. You cant get it by me. 

Mr. White: What I have suggested is something different. I sug- 
gested that they get the lira and hold it? They can say that they are 
getting paid in lira. Now, whether those lira will be worth full value 
or not depends entirely upon the final adjustment. 

H. M. Jv: Ican't object to that. 

Mr. White: Let them keep it on deposit and explain that they are 
getting it in lira. There is a possibility that the President may decide 
to be very generous to Italy. 

H. M. Jr: Tam not worried so much about what I said on the Hill; 
what I am worried about is the actual operation. I don't like it. 

Mr. White: All right. 

H. M. Jr: You don’t either, do you? 

Mr. White: No. It is one of these tricky things. In the case of 

Ue 
te? Jr: Itis too unorthodox. 

Mr. White: That is true. I sympathize with you. 

H. M. Jr: That takes care of that. 
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Mr. White: The reply to Madame Chiang Kai-shek’s letter has not 
been made. 

H. M. Jr: You are wrong; it went a week ago. I told Bernstein to 
tell you. It went a week ago. 

Mr. White: How did it go, by mail ? 

H. M. Jr: I sent it to the President; I was cleaning up my desk. I 
had forgotten about it. 

Mr. White: They took out one phrase. I didn't know it had gone. 
Probably it wasn’t very important. F 

H. M. Jr: No, it ison me! I was cleaning up my desk, and I just 
let it go. I can't remember whether you told me before or after the 
State Department—I let it go. 

Mr. White: Have you an exact copy of what went? 

(The Secretary asks Miss Chauncey to bring in data in regard to 
letter to Madame Chiang Kai-shek.) 

Mr. White: When you saw the President about it, State Depart- 
ment had wanted you to emphasize 
H. M. Jr: I know; I moved a little bit faster. It is on me! I 
can't remember whether I sent it before you told me, or after. But 
I sent it, and subsequently I read that you said the State Department 
wanted to clear it. Well, it had already gone, and I told that to 
Bernstein, But Bernstein may have forgotten it. I told him when 
he was up to see me Wednesday or Thursday; probably Wednesday 

wasn't it? 

Mr. White: It was Wednesday, I think, yes. 

H. M. Jr: What I am going to find out is whether it has gone or 
not. 

Mr. White: If it hasut gone—if she still has it, maybe we could 
get it back and make that small change. 

Mrs. Klotz: We wouldn't be holding anything. 

H. M. Jr: The thing went the same day. 

Mr. White: Maybe they will never know the difference. 

H. M. Jr: They won't! 

Mr. White: We have not yet received a reply from the Chiefs of 
Staff on the question of currency plates to Russia. It is going to be: 
terribly embarrassing the longer you wait. 

I spoke to Admiral Leahy's secretary, and he said we would have 
a reply the first of the week, which was last Monday or Tuesday. 

(Miss Chauncey enters the conference.) 

H. M. Jr: Good morning. When did we send that letter over? 

Miss Chauncey: The second one on April 3. 

H. M. Jr: The second? 

Miss Chauncey: The retyped copy, you know. 

H. M. Jr: How did I happen to do that? 

Miss Chauncey: The circumstances were that you talked to the 
White House and the President came on the phone. He said to send 
over anything important, and_you said you only had the one im- 
portant thing, and that was the Chinese letter, 
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H. M. Jr: It was on the telephone. That is what happened. E 
said, “I can't remember what I have.” 

He snid, “Well, if you have anything important, send it over.” 

That is what happened. 

Am I excused ? 

Mr. White: Yes, I will get out of it some way. 

F H. M. Jr: The President ordered me to send over anything that 
had. 

Mr. White: I told them that I would see that they saw a copy. That 
is all vight. I will fix it. What I will say is, there were two copies. 
They were both alike and I assume you sent the right one. 

H. M. Jr: Now I remember what happened. It was from the 
country. 

Mr. White: But you didn't see the President personally and, there- 
fore, you didn't have occasion to tell him about General Somervell. 
Is that all right? $ 

H.M. Jr: No. Well, let me tell you this 

(The Secretary held a telephone conversation with Miss Grace 
Tully, as follows:) 

[The conversation was not considered pertinent to this study 
and is not printed.] 


(Book 720, p. 198) 


(The following was typed from a transcriber disk dictated by a 
staff member from the Diary page:) 
APRIL 13, 1944. 
11:50 a.m. 
MEETING: 
Present : 
Mr. Smith 
Mr. White 
Mr. McConnell 
Mr. O'Connell 
Mrs. Klotz A 


eee Jr: What do you boys think of Henry Wallace going to: 
nina? 

Mr. White: When I heard it I got in touch with this fellow John 
Vincent who was here at the time when he didn’t want that put 
in the letter. 

H.M. Jr: Yes. 

Mr. White: I said “Incidentally, John, how old is this story? You 
certainly must know about it.” He said “Yes, at least a month”. I 
said “Well, you knew about it at the time you were in the office 
didn’t you?” He said:he wasn't certain but he had had a couple of 
talks with the Vice President. 

H.M. Jr: You were. saying you talked to Vincent? 

Mr. White: He said that he wasn’t certain at the time that the 
Vice President was going but he had had a couple of talks with him. 
He said he was duty bound not to mention it. I was just wondering 
whether his advice was as personal as it sounded at the time. 


e 
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H.M. Jr: Because I was impressed with the advice? Well I 
overheard a conversation between the President and the Vice Presi- 
dent. The President said something like he was sort of lukewarmish. 
“I am trying to arrange the transportation for you”. At the time 
I thought he was talking about Russia. 

Mr. White: I know that Vice President Wallace is extremely eager 
to go to Russia. 

H.M. Jr: The President was sort of lukewarmish about it. I 
thought “This is the Vice President wanting to go to Russia”. It 
was about a month ago. I didn’t pay much attention to it. 

Mr. White: Well he will probably want to hit Russia on his way 
back. I don't know, but I mean that would be my guess. 

H.M. Jr: But I am glad we didn’t put in the cable that I would 

o over in July and then be slapped down on it. Incidentally, 
the White House sent the cable to Madame Chiang Kai-shek as it 
was written. I don’t know whether you got that message or not. 

Mrs. Klotz: Ithink we sent it, yes. 

Mr. White: This is the first I have heard of it. I promised to let 
Vincent know when that happened all of which I think puts a little. 
greater emphasis on the necessity of looking into that Russian memo. 

H.M. Jr: One thing 

Mr. White: This is going to be good now. Just for that 1 won't 
say it. 

Mrs. Klotz: One track mind. 

Mr. White: There isa real job to be done there. 

H.M. Jr: What does Russia have that we don't have Harry? 

Mr. White: That is what I want to go and find out. 

Mr. Smith: Noadvertising men. 

Mr. White: That is right. 

Mrs. Klotz: That is very good. 

H. M. Jr.: All right now. What have you got, the hot foot, 
Harry? 

Ne, White: This is on Stimson. You can see me later in the day 
about it. 

H. M., Jv.: I would rather see you later. I thought I had some- 
body coming inat 3:00. I think it will be about 3: 30. 

Mr. White: I was going over to the War Department at 3:45 
but 

H. M., Jr.: Couldn't you be a little late over there Harry? You 
won't want more than 15 minutes will you? 

Mr. White: Oh this, not more than the five. 

H. M., Jr.: I will see you at 3:30 sharp. 

Mr. White: Good. I huve something else, and that is the decision 
on when you are going to go before the committees on the Hill. You 
have the date set; it ought to be a week from today. There are some 
things to prepare so it hasto be decided. 

H. M., Jr.: I have to think that over. I can’t do it just now; I 
don’t feel like it. All this stutt yesterday in the paper—the whole 
front page of the Star about Russian negotiations quoting Bernstein 
on a lot of stuff. : i © 

Mr. White: They don't get it from us. They haven't been to see us, 
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(Book 724, pp. 138, 139) 
NCB-935 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 
Chungking via NR 
Dated April 25, 1944. 
Rec'd 9: 58 a.m. 
SECRETARY OF STATE, 
Washington. 
726, April 25, 9 a.m. 
To Secretary of the Treasury from Adler. 
My 591, April 1. Dr. Cressy informs me he has received cable 
from his home office according to which you would not appear to have 
received my 591 which am therefore repeating: 


“591, APRIL 4, 10 A.M. 

“To Secretary of the Treasury from Adler. 

“Dr. Cressy of National Christian Council informed me that he 
had been advised from New York that the Treasury would have no 
objection to the sale of United States dollar drafts to reputable busi- 
ness organizations and individuals to be paid into blocked accounts 
in the United States provided Foreign Exchange Control Commis- 
sion here were not opposed. Cressy also said he had been instructed 
to take up question with me. Accordingly I informally took up the 
matter with Dr. Kung last Friday; he indicated that the Foreign 
Exchange Control Commission would have no objection to mis- 
sionary, et cetera, organizations acquiring fapi in the above manner 
provided that it was kept informed of the transactions.” 

Cressy also informed me that University of Nanking now urgently 
requires CN and would like to carry out a transaction of the kind 
contemplated. I see no objection to Treasury’s licensing this trans- 
action. 


BB. 


Gauss. 


o 


Book 724 . 239-241 
( pp ) Aprin 27, 1944. 
10:18 a.m. 

Operator: He'll be right on. 
HM Jr: Hello. 
Senate Operator: Hello. 
HM Jr: Hello. 
Senate Operator: Just a minute, sir. 
Henry A. Wallace: Hello. 
HM Jr: Hello, Henry. 
W: Yes—I was talking to Tom Connally the other night—— 
HM Jr: Yes: tina 
W: and he was spouting fire and brimstone against Argentina- 
HM Jr: He was? £ Š a F 
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W: And I told him that the reason why things hadn't moved faster 
was because of his good friend from Texas, Marvin Jones. 

HM Jr: Yes. (Pause.) Hello? 

W: Yeah. 

HM Jr: And what did he have to say to that ? 

W: Well—and 1 explained the situation a little bit, and he thought 
a O people ought to be willing to tighten their belts and do 
the job. > 

HM Jr: Yeah. You didn’t suggest that he might, as Chairman of 
the Committee on Foreign Affairs, put a little heat on the Secretary 
of State? 

W: No, he didn’t suggest that, but it does seem to me that it would 
be a good thing if you'd have a little talk with Tom and tell him the 
story. 

HM Jr: Isee. Isthat—is that what you had in mind? 

W: That's what I had in mind. 

HM Jr: I see. Well—ah—I' talk it over with our boys, and— 
we've been 

W: Icouldn’t talk absolutely plainly to him, because Mrs. Hull was 
sitting between meand him. (Laughs.) 

HM Jr: (Laughs.) A little embarrassing, huh? 

W: Oh, no—no. Mrs. Hull was talking just as strongly against 
Argentina as he was. (Laughs.) 

HM Jr: Oh, really ? 

W: (Laughs.) Yeah. 

HM Jr: Really. Well, TI check up. Thanks very much for the tip. 

W: Allright, Henry. 

HM Jr: Hope to see you soon, Henry. 

W: Fine. Whereare you? 

HM Jr: I’m here in my office. 

W: I—is—I noticed in the papers the statement on the—this Inter- 
national bank, and is that coming all right ? 

HM Jr: That’s coming along nicely. 

W: Well, I just want to say that I think that is one of the most 
important things of all. > 

HM Jr: Good. Good. 

W: And if we get it the way White had in mind, I think it’s going 
to be of enormous significance. 

HM Jr: Well, ah—we're all right now. We're—we've sent a mes- 
sage last night to the President saying that we'd like to call this con- 
ference, and Hull is very enthusiastic for this. 

W: I thought his statement was splendid. 

HM Jr: Yeah—yeah. 

W: And that statement will be very helpful. 

HM Jr: Yeah 

HM Jr Well, I'm glad tl 

Jr: ell, I'm glad that you feel kindly di : 

W: Yeah. All right, Henry. , idly disposed to it. 

HM Jr: Thank you. 

W: Good-bye. 
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(Book 728, pp. 140, 141) 


Treasury DEPARTMENT InTER-OFFICE COMMUNICATION 


Date: May 6, 1944 

To: Secretary Morgenthau 

From: Mr. White 

Subject : United Kingdom—China Loan Agreement 
(Information only) 

1. You will recall that in the early part of 1942 when we were nego- 
tiating the $500 million loan to China, the British were also contem- 
plating making a loan of £50 million to China. The British-Chinese 
negotiations have been going on since that time because the Chinese 
proposals were not acceptable to the British who insisted that the 
sterling credits should be utilized for purchases made within the 
Sterling Area and only for the duration of the war. 

Now, however, an Agreement between the United Kingdom and 
China (copy of which is attached hereto), whereby the United King- 
dom will make a loan of £50 million available to China, was signed 
on May 2, 1944. In this Agreement it is explicitly provided that all 
purchases by the Chinese are to be made in the Sterling Area, and im- 
plicitly provided that the sterling loan is to be used by the Chinese 
only for goods which could reasonably be expected to arrive in time to 
serve war purposes, 

2. The chief differences between the new Agreement and the pro- 
posal which the British outlined to the Chinese in May, 1942, are as 
follows: 

(a) In the former British proposal, parts of the £50 million were 
not. specifically earmarked for the purposes for which the loan was 
to be used. Now, however, specific sums are allocated out of the £50 
million for certain purposes. Thus, the United Kingdom is (1) to 
provide up to £10 million to secure an internal Chinese loan (although 
an increase in this amount is not excluded) ; (2) £10 million is to be 
provided during the war to the Chinese for printing bank notes in the 
Sterling Area: (3) £20 million is to be used for the purchase of goods 
in the Sterling Area for war purposes, and (4) the remaining £10 
million is to be made available for purposes covered by the Agreement 
(these purposes were not specified). 

(b) In the former British proposal, no strings were attached to 
the provision that pound sterling be made available for the purpose 
of securing an internal Chinese loan. In the Agreement as finally 
concluded, however, £10 million are to be used to secure an internal 
loan, but this credit is not to be used for sterling savings certificates. 

(c) In the agreement as contemplated in May, 1942, not only were 
all the purchases and services obtained in the Sterling Area to be 
previously approved by the United Kingdom, but the United King- 
dom was to act as a paying agent for the Chinese Government. This 
provision is modified in the new Agreement, where the British appar- 
ently are to approve only those purchases in the Sterling Area, the 
payments for which fall due after the end of the war. ae 

(d) In the former British proposal, the final determination of 

the terms upon which the financial aid were given was to be deferred 
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by the Chinese and British until after the war. No provision of any 
sort is made concerning the terms of settlement in the new Agree- 
ment. 

3. One further point is included in the new Agreement which is 
of interest, namely, that when the Loan Agreement was signed on 
May 2, 1944, the Chinese and British signed a Lend-Lease Agreement. 
This Lend-Lease Agreement was proposed in February, 1942 and al: 
though unsigned, has been in operation since April, 1942. 


Confidential (Book 728, pp. 142, 143) 


No. 225 
Ref. 49/3/25/44 


His Majesty's Ambassador presents his compliments to the Secre- 
tary of State and has the honour to inform Mr. Hull that His Majes- 
ty’s Principal Secretary of State for Foreign Affairs proposes to make 
an announcement in the House of Commons on or about April 22nd, 
1944, regarding the agreement which is to be signed on that day on 
the subject of a loan of £50,000,000 by His Majesty's Government 
in the United Kingdom to China. A copy of the draft text of this 
announcement is attached hereto and Viscount Halifax would be grate- 
ful if Mr. Hull would consider it as confidential until after it has 
been made public in London. 

2. As Mr. Hull is aware, discussions have been going on for some 
considerable time between His Majesty’s Government and the Chinese 
Government. regarding this loan, and Viscount Halifax has been in- 
structed to inform Mr. Hull that the agreement now to be signed 
represents, with minor alterations, the basis on which His Majesty’s 
Government in the United Kingdom have, since the inception of the 
negotiations, been ready to offer this credit. 

3. The main points of the loan agreement are as follows: 

(a) His Majesty’s Government in the United Kingdom agree to 
provide up to £10,000,000 in the first instance to secure an internal 
loan. An eventual increase in this amount, if it should be found 
that more could be effectively used for such a scheme, is not excluded. 

(b) The credit is not to be used for sterling savings certificates. 

(c) His Majesty’s Government in the Umted Kingdom agree to 
use, during the war, of £10,000,000 for printing bank-notes in the 
Sterling Area, and for outstanding and future payments on orders 
already placed under previous credit arrangements. 

(d) His Majesty’s Governntent in the United Kingdom agree that 
the Chinese Government may earmark the sum of £20,000 000 for the 
purchase of goods in the Sterling Area for war purposes. 

The remaining £10.000,000 would then be available for such of the 
purposes covered by the Agreement as might Prove necessary. 
ma?) Lee fall dua ete ae United Kingdon, agra te 

A e alte e end of the war on contracts 
properly concluded, with their concurrence, for goods which could 
reasonably be expected to arrive in time to serve pawe purposes”. 
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4. Viscount Halifax has also been informed that the opportunity 
presented by the signing of this loan agreement will be taken to sign 
the Lend Lease agreement between His Majesty’s Government in the 
United Kingdom and the Chinese Government which was originally 
proposed in February 1942, and which, although unsigned, has in fact 
been in operation since April 1942. 

‘Bririso EnmbassY, 


Washington, D.C., April 20th, 1944. 


(Book 728, p. 144) 
Confidential 


Drarr Text or ANNOUNCEMENT To Be Mane sy His Masesry’s 
PRINCIPAL SECRETARY OF STATE FOR FOREIGN AFFAIRS IN THE HOUSE 
oF COMMONS 


A formal agreement is being signed today on the subject of the 
loan by His Majesty’s Government to China of up to :£50,000,000. 
Under the terms of the agreement, which carries out the offer made by 
His Majesty’s Government to the Chinese Government some time ago, 
up to £50,000,000 will be available for financing of goods and services 
required by China in the sterling area for purposes arising out of the 
war. A second agreement covering munitions, arms and military 
equipment on lend-lease terms by the United Kingdom to China has 
been signed at the same time. Pending the signature of agreements, 
the cost of goods and services required by China from the sterling 
area for war purposes has been met from earlier British credits; muni- 
tions etc., have been provided on lend-lease terms in anticipation of 
present agreement. The limit of our assistance to China remains as 

always, one of transport and not: one of finance. 

I am sure that the House will share my satisfaction that these agree- 
ments have now been concluded and that in this, as in other ways, 
we have made manifest our desire to give all the help to China that 
lies within our power. 


(Book 729 . 91-94 
Ds ) Mar 8, 1944. 
3:39 p.m. 
CABLE TO CHINA 
Present: 
Mr. White 
Mr. John Carter Vincent 
Mr. White: Since talking to you, this cable came in. (Hands the 
Secretary cable from Mr. Gauss dated May 6, 1944.) 
We checked back at this end to make sure it isn't an error at this 
end, but we are both inclined to think it is an error at the other ‘end. 
Mr. Vincent: I don't know what they have done, but it isn ¢ a uecuu- 
ing error. That is the only thing. 
H. M. Jr: Are you sure the V is for “V”? 
Mr. White: 1 thought we might make sure and send that cable. 
(Hands the Secretary memorandum to Mr. Collado from Mr. White 
dated May 8, 1944, attached.) 
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H. M. Jr: Fhe only suggestion I would have is, I would say, “Secre- 


tary Morgenthawlearned: that T. V. Soong has planned to come to the 
United States” period. 


Mr. Vincent: I didn’t recall the rest. 

H. M. Jr: The rest is to attend the monetary conference. 

Mr. Vincent: Yes. 3 

H. M. Jr: Let's just put brackets around it and take a look at it. 

Mr. White: We have been informed that T. L. Soong is a member. 

H. M. Jr: I know, but leave the rest in. You say, “We will be glad 
to have him come to the United States.” 

Mr. White: I think if we place this emphasis on “V as in victory,” 
Adler will get the point, and the Ambassador —— 

H. M. Jr: But by leaving it that way. “We will be glad to have 
him come to the United States,” doesn’t just limit his coming to the 
nionetarv conference. 

Mr, Vincent: What. the Secretary has in mind is that any time now 
T. V. Soong might. come back. And again, I asked him whether he 
had heard anything about T. V. planning to come back. He says, 
“No, he is too busy. I am quite sure he is not going to come back.” 
But Wei is not the most truthful man in Washington, anyway. 

H. M. Jr: But do you see what I mean? Then the next sentence 
says—but this leaves it so he can read it—“We will be glad to have him 
come to the United States.” I think it improves it, personally. 

Mr. White: We can at least send that. I don’t know whether that 
will—if it is a mistake over there—— 

H. M. Jr.: I would like you to add this sentence—put this sentence 
on at the end: “How soon may we expect him?” 

Mr. White: That is a little hard in the light of his asking us how 
soon he should be here. His cable questions what is the last minute he 
can leave. 1 see a little double-talk; you men might help. y 

Well, let's cut this last sentence out then and say, “T. V. Soong is 
to come to the United States. How soon can we expect him?” 

H. M. Jr: How would it read? 

Mr. White: “Secretary Morgenthau was glad to learn that T. V. 
(V as in victory) Soong is planning to come to the United States. 
How soon may we expect him?“ They will puzzle like the devil over 
it, which is all right. They will come back with something. They 
might say, “We meant T. L. Soong,” but at least they will know that 
you are glad. You can say “very glad” if you want to. 

H. M. Jr: Yes. 

Mr. Vincent: Why not say “return”? 

Mr. White: “Very glad to learn that T. V. Soong is planning to 
return to the United States. How soon can we expect him?” They 
will rush for the cables to see what they wrote. Then we won't refer 
to his cable. 

Mr. Vincent: Yes, I would. As a matter of fact, I still think that 


having gotten that off your chest, 1 would take this sentence here still 
as a separate paragraph. 
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Mr. White: We can't tell them anything, anyhow. 
H. M. Jr: The Russian Ambassador called me up just before lunch, 
pressing me very hard, and I can’t tell him. We are waiting on him. 

Mr. White: “How soon may we expect him?” They won't know 
what to make of that, and they will cable back and say, “Well, we 
asked you how soon he has to be there,” but that will fix that. If 
they meant T. L. Soong, then you are getting across a message which 
you had no way of doing without it. é 

H. M. Jr: That is right. The way 1 feel is this: 1 had dinner with 
the Ambassador Wei the night before he left. He went back and 
completely misquoted me on this question. 

Then White had an experience. He said that they wanted T. L. 
Soong. I don’t know how you feel, but I have real confidence in T. V. 
Do you agree? 

Mr. Vincent: I do, too, confidence in his ability. 

H. M. Jr: I go further, and his integrity. 

Mr. Vincent: On this thing, yes; not on China. 

H. M. Jr: I have never seen him, but vis-a-vis me, he has been a 
hundred percent on the level. 

Mr. Vincent: I can say that Gauss finds him the same way. 

H. M. Jr: Well, with me—you say Gauss does, too? 

Mr. Vincent: Yes. 

H. M. Jr: Now, I have nobody here 1 can do business with renre- 
senting the Chinese Government. That would still be true after T. L. 

Soong got here, so 1 wonld like to have somebody here at this very 
eritical time that Y do have confidence in. I am not familiar with 
what he does in China and the goings on there. 


(Book 730, p. 109) 


Treasury DEPARTMENT Inrer-Orrice COMMUNICATION 


Date: May 9, 1944 
To: Secretary Morgenthau 
From: Mr. White 


This is the reference 1 think you had in mind regarding T. L. 
Soong. It is in a letter from Adler dated January 26, 1944. 

“Kung told me yesterday that T. L. Soong had just returned and 
had informed him that the Secretary was still very friendly to China 
and realized the need for maintaining the official rate. I am sure 
that T. L. either deliberately or unintentionally misrepresented the 
Secretary's views but Kung believes him.” 
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(Book 733, pp. 29-36) 
May 18; 1944. 
3:50 p.m. 
Re: CABINET 
Present: 

Mr. D. W. Bell 

Mr. White 

Mr. Pehle 

Mr. Luxford 

Mr. Robert Morgenthau 

Mrs. Klotz 


H. M. Jr: I am trying to give a rapid-fire dictation of what hap- 
pened at Cabinet without too many interruptions from my son 
Robert. 

Mr. White: I should have thought he had drunk enough water! 

Mr. Robert Morgenthau: I was pretty careful. 

H.M. Jr: Anyway, here goes. 

I gave Miss Tully a memorandum that you gave me, which I would 
like a copy of for the President. She is going up to Hyde Park and 
will take it with her and give it to the President in Hyde Park. Do 
you see? 

Mr. Pehle: You said you would like a copy? Mrs. Klotz has it. 

H. M. Jr: Now, in going around to Cabinet—in the first place, 
I have never seen the President look as well in a long time. I am 
delighted at the way he looks, simply delighted. 

He asked Stettinius what he had—this and that, nothing much. 
Finally he said, “Nothing else.” 

The President kent saying, “There is something I want to take up.” 

Stettinius said, “The Argentine?” Then that started the whole 
Argentine question. 

The President said, “Henry wants to apply sanctions, but you can’t 
do that on account of the English, and the food,” and so forth, and 
so on. 

He turned to me and said, “Have you seen the directive from the 
Combined Chiefs of Staff?” > 

I said, “Yes, I have, Mr. President, but the interesting thing is, the 
cable that Mr. Hull sent to Ambassador Armour was the day after 
that directive came through.” 

The President said, “Well, I don't know what cable you are refer- 
ring to. 

I said, “T sent it to you.” Then I sketched what was in it. I said, 
“It went much further than I had wanted. If they had put that in, 
that would satisfy me.” 

“Well,” he said, “I don’t know.” 

Then Byrnes got in how badly we needed corn, and how hard up 
we were for corn, and to my amazement the Vice President said noth- 
ing other than that he had seen the Director of OPA, Bowles, and 
Bowles said that we used to consume, I think, one hundred and thirty- 
four pounds of meat a year; now we consume one hundred and fifty. 
That is all the contribution the Vice President made. I had to take 
the whole thing alone; nobody helped me. 
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The President said, “Well, we are all strong. We eat a lot more 
meat than we used to.” That was the only contribution of the Vice 
President. 

Then the President. said, “Well, Ed, you make a bad face at the 
Argentinians once a week. You have to treat them like children.” 

I said, “Mr. President, I don't think that that is enough. After all, 
we can win the war in Europe, win it in Asia, and find out we have 
a strong, rich Fascist country at our back yard.” , ; 

The President said, “Well, I have been trying to build up the Brazil- 
ians so they can meet that situation.” 

Well, I said everything I said in my letter, which he doesn’t seem 
to have read—I said everything. Nobody in the whole group would 
back me up, not a single person, including the Vice President. 

Oh, yes, then Vinson got to the meat situation, and so forth, and 
soon. So I said, “Well, I have talked with Marvin Jones,” and he 
said that if we have to furnish the British with the meat, it means 
ten percent less in this country. “It will be very difficult.” If I say 
so myself, I talked very forcefully. I don't know whether I made 
an impression on the President. Nobody came to my rescue. 

Mr. White: Who was there from the Army ? 

H.M. Jr: A man by the name of Stimson. 

Mr. White: Oh, yes, yes. 

H. M. Jr: You remember, he was Governor General of the Philip- 
pines fifty years ago. 
~ Mr. White: What is his grandfather doing? s 

Mr. Luxford: We have a good case on the Argentine in strategic 
materials. 

Mr. Pehle: Do they make a record of what goes on? 

H. Mo Jr: They have no record, no secretary. The English Cabinet 

` has. That is why Iam doing this. 

Mrs. Klotz: Maybe it is just as well. 

H. M. Jr: The next thing we got on to was, the President asked 
me about the war loan. He said, “I guess nobody wants to buy a war 
bond anymore. At least that isthe way I feel.” 

I said, “Mr. President, 1 think you are wrong.” I told him about 
the fine organization of five million volumeers ready to go. Of course, 
it will depend upon the war news. 

He said, “That is fine, because I guess my feelings are wrong. I 
hope you are not boasting too much.” i 

I said, “Yes, I am boasting, but I think we can make good, always 
depending on the war news.” 

The President objected to my talking on the Argentine, but it made 
me sore as hell. Leo Crowley and all these people—not 2 person said 
a word. 

Then we got on to China and Mr. Wallace's leaving Saturday for 
China. Now wait until you get this. He and the President had a 
discussion this morning, and the President said, “Things in China are 
terrible. The currency is three hundred yuan to the dollar.” 
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E said, “No, that is wrong, Mr. President; it is four hun- 
dred. 


So I said, “Well you are wrong, Ed.” 

After Cabinet he said, “Well, I don’t know, I got my information 
from a pilot who flew me back from China.” 

I said, “That is not a very good source of information.” 

_So Mr, Stimson spoke up and said, “Yes, we are all very much wor- 
ried, and it is very critical,” and so forth, and so on. 

So I said, “Mr. President, I have been in consultation with General 
Somervell and General Clay. They are entirely satisfied. The big 
Army projects for the secret fields are going ahead. We are practi- 
cally over the hump, and they are practically completed. After all, 
it is a separate province; they can’t control the thing,” and so forth, 
and so on. 

So Stimson said, “Well, of course, my information isn’t very recent, 
Bue maybe that is right. The last time I saw Somervell he was wor- 
ried. 

I felt like saying, “That was three months ago.” 

Then the President said, “I think we ought to have a new unit of 
currency in China. I told you that, Henry”"—this is Wallace. 

Henry said, “I also told you, Mr. President, that I wanted to see 
Harry White before I did anything about it.” 

Then the President said, “What we ought to do is to have price con- 
trol in China!” 

Mr. White: It shows abysmal ignorance of what is coming. 

H. M. Jr: He says, “This thing of four hundred—” and so forth, 
and so on 

I said, “You know, Mr. President, where they are building these 
fields —General Chiang Kai-shek has no control over them. After all, 
they tried to blackmail you into a loan and you resisted it.” I said 
again, “We are over the hump and General Somervell is satisfied. 
The only thing now which will do him any good is to get him some 
goods, and we can’t do that.” 

The President said, “The Japanese run it beautifully. They have 
control of the currency, and_they run it beautifully. Why can’t we 
do it if they do it? I think’we ought to have fixed prices and price 
control.” 

I said afterwards to Henry Wallace, “I have never heard the Presi- 


dent have so much misinformation or be so badly informed on any 
subject.” 


Henry Wallace said, “Good.” 

I said, “Wall, it is not good.” 
_ So you and I are going to see him the first thing tomorrow. This 
1s tragic. 

I also want you, Harry, to make a note of this, whatever the rate 
is on China. 

Mr. White: The black market rates run all the way from two 


hundred—oceasionally a man might in a certain spot get four hun- 
dred, but iw Oe 
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H. M. Jr: We will send off a cable tonight. 

Mr. Bell: We have a cable on the purchases of our disbursing 
officer yesterday, Harry. 

H. M. Jr: Let's get something fresh on the thing. 

Mr. Pehle: What is Wallace going to do? 

H. M. Jr: Wallace is to goto China. 

Mr. Pehle: In place of the goods? 

H. M. Jr: He is the goods! 

Mr. White: When I spoke to Wallace about that, I said that he 
had better keep far away from that, that there is nothing he could 
do or suggest at this time which is going to bring about the necessary 
correction, that the time was not ripe. 

H. M. Jr: Listen, I gave him a note also, “For heaven's sake, sell 
Adler when he gets out there.” But I swear, to have the President 
of the United States and the Acting Secretary of State and the Sec- 
retary of War know so little about China is just unbelievable to me. 

Now, this General they sent over to inspect the field—did he ever 
come back and tell us? 

Mr. White: Clay? 

Mr. Bell: No, no, no. I think he came back. We didn't see him. 

H. M. Jr: But I mean 

Mr. White: He isn’t aware of the fact that there are two very 
Separate problems, one the airfields, and the other the general eco- 
nomic situation in China. 

Mr. Pehle: It isn’t the Presidents fault if his Cabinet doesn't 


know thescore. ‘ 
Mr. White: Wait a minute. There was a memo that went from the 


Secretary to the President—— 

H. M. Jr: Here is Stimson, who is two or three months behind. 

When we got through, Ed Stettinius said, “Mr. President, I am not 
up on the Argentine; I haven't had time to catch up.” 

Mr. White: Hull, I gather, wasn't there. 

H. M. Jr: Anyway, that is my report. But please let me get some- 
thing to Stettinius and the President, will you, Harry ? 

Mr. White: On what? 

H. M. Jr: On the rate. And 1 want Clay and what's-his-name to 
give me a report. They will say they do report. Let's hear about it. 
Mr. Bell: We haven't seen Clay for some time, have we, Harrv? 

Mr. White: We assumed the fields were góing along all right. 
There is no problem. 

H. M. Jr: I told him we were over the hump, that the expenditures 
were about to cease, and the thing, would resolve itself now in getting 
goods. 

° Mr. White: We are over the.hump as far as the airfields are 
concerned. a 

H. M. Jr: Excuse me. And they touched on the Swedish thing, 
and Stettinius said, “Everything is going wonderfully.” ] 

Mrs. Klotz: May I go back to Mr. Pehle's matter? I don't quite 


underst and—— 158 AMA ! ; ne 
Mr. White: The economic situation in China ‘is deteriorating very 


rapidly. 
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H. M. Jr: But that is not due to the monetary situation. 

Mr. White: It is not due to anything we can help. 

Mrs. Klotz: That original memorandum that Mr. Pehle gave you— 
you gave it to the President? z 

H. M. Jr: Yes. 

Mrs. Klotz: Now, you want another one? 

H. M. Jr: I want one for myself. 


(The Secretary holds a telephone conversation with General 
Somervell, as follows :) 


[The above conversation was not considered pertinent to this study 
and is not printed here.] 


(Book 733, pp. 120-122) 
May 19, 1944. 


12: 00.noon. 
Operator: Go ahead. 


HM Jr: Hello. 

General Clay: Mr. Secretary. 

HM Jr: Speaking. 

C: This is General Clay speaking. I’m calling in General Somer- 
vell's absence. 

HM Jr: Yes, 

C: At the request of the—of our Secretary, we are going up at— 
to meet the Vice President at three-fifteen 

HM Jr: Yeah. 

C: —-—to brief him on this total negotiation picture from our 
War Department viewpoint. 

HM Jr: Yeah. 

C: And we would appreciate it if you would have somebody—if 
you feel that you'd like to have somebody from the Treasury meet 
us there at three-fifteen so that we are sure that we are all together 
on our—on what we tell the Vice President. 

HM Jr: Well, Mr. White and I saw him this morning at nine. 

C: I see. 

HM Jr: But if you'd like do have Mr. White present again, it’s all 
right with me. . 

C: Well, we would—it would be helpful to us because we want 
to be very sure that we brief the Vice President so that there is no 
question in his mind as to any differences that there might be. 

HM Jr: 1 didn't know that Mr. Harrison was in on this. 

C: I don't think that—1 think that he was just brought in. He's 
directly under the Secretary. 

HM Jr: Yeah. 

C: And he was just brought in a day or two ago by the Secretary— 
by Mr. ues calling him in and asking him to prepare a brief for 
um on it. 

HM Jr: Yeah. I—II send for Mr. White and TU—T'I have some- 
body there. PFI most likely send Mr. White back up again. 
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C: All right, sir. We're gong "i 

HM Jr: Now, we got a whole new bunch of requests from Kung 
today via the Ambassador. I haven't had a chance to read it but— 
complaining about the Army and so forth and so on. I'll tell Mr. 
White to give you a copy of it when he sees you at three-fifteen. 

C: Thank you very much. f 

HM Jr: And I didn’t answer the Ambassador. I told him I wanted 
it in writing and T'd answer him in writing because he misquotes 
me— Wei does—Ambassador Wei. ì 

C: Well, when we added up all the figures of what's gone over as 
compared to what's received and the balance in favor of what we've 
done isa tremendous figure. 

HM Jr: Well, Im not disturbed by what they say. It*’s—just as 
long as the Army and the Treasury stick together, I'm not going to 
worry. But, also, for your information, I asked him if he'd seen the 
President and he said he had and I told him—I said somebody has 
given the President an awful lot of wrong information about China, 
and I let it go at that. And I now gather that he got it from the 
Ambassador. But somebody filled the President full of a lot of just 
plain misinformation, and that’s why I asked for this brief to be 
prepared by General Somervell so we can get the President up to date 
on what is the right story. 

a Yes, sir. Well, we have the brief. We're finishing up today 
an 

HM Jr: But evidently he got it from Ambassador Wei and he gave 
him the darnedest line you ever heard—must have. 

C: They're pretty good at that. 

HM Jr: Yeah. I don't like Wei, frankly. 

C: Well 

HM Jr: I don't trust him. 

C: theyre pretty hard to deal with—both of them. 

HM Jr: Yeah. 

C: Yes, sir. 

HM Jr: Well, just as long as we stick together, they can't drive 
a—muke any trouble. 

C: That's why we wanted you to have somebody up there because 
as we unfolded our story, if there were any differences whatsoever, 
why, we could reconcile them right there so that the Vice President 
would know that we had a united picture. 

HM Jr: Thank you for the invitation. I'll accept it. 

C: Thank you very much, sir. Bye. 


(Book 733, pp. 140-144) 
Mar 19, 1944. 
12:05 p.m. 


APPOINTMENT OF Britisu Treasury REPRESENTATIVE 


Present: Mr. White 


H. M. Jr: I just had a call from General Clay. They say they ar 
going to go up to see the Vice President at three-fifteen; so there can 
D 5 
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be possibly no misunderstanding on what they tell the Vice Presi- 
dent, they want somebody from the Treasury present. 

1 kind of hemmed and hawed. Well, they would like somebody 
there. So I said I would ask you to go back up there. And I said 
at that time you would give him a copy of the stuff which Miss Chaun- 
cey has from (for) you which now comes from Kung. 

Mr. White: Something new? 

H. M. Jr: Brand new. 

So you be sure you have copies. Are you busy at three-fifteen ? 

Mr. White: No, but Wallace will think it is awfully funny. 

H. M. Jr: So they wouldn't tell him anything different. They said 
they are going up there to brief him and be sure what they are telling 
him is satisfactory to the Treasury. 

I said. “Where does George Harrison get in this picture?” 

He said, “He is a personal adviser to Mr. Stimson, and only in the 
last day or two has he been in on it.” Well, so much for that. 

Do you want to say something about China? 

Mr. White: No, there is nothing. 

H. M. Jr: Well, 1 will tell Chauncey. 


Mr. White: I think it is quite possible he might want to speak to 
them alone without my being along. 


(The Secretary holds a telephone conversation with Miss Chaun- 
cey.) 
H. M. Jr: You can call him up and tell him what happened. 
Now, Lord Halifax came in and gave me this note, which says that 


they are going to go ahead and send Mr. Brand here to represent the 
British Treasury. 


Mr. White: You were right, weren’t you? 

H. M. Jr: So I pointed out to him that in this memorandum it 
shows that the French firm has a twenty-percent interest in the Lon- 
don firm. And I pointed out to him that the French partners are 
here now in control of New York. 

The memorandum makes the point that New York has no control 
cver London. So I said, “Well, the French partners are here, and 
they now run the show,” and so forth. 

He said, “Well, I have had a communication from Mr. Churchill 
on this. Mr. Churchill wanted this to go through.” So he wanted to 
assure me—Mr. Halifax did—that Mr. Brand was just as honest as 
he was, and I would please recetve him without prejudice. 

So I said, “Well, I am disappointed in the memorandum, but I 
really shouldn't be, because I knew that you would go through with 
this just as you have.” And I said, “After all, I spoke once before 
to your Government about sending Mr. Monnet over here as deputy 
to Purvis, and Mr. Churchill went right ahead and did it anyway. 
So I am just going to have to start with this handicap.” 


“Well now, what I don't want you to do—won’t you let Mr. Brand 
make good?” 


I said, “I don’t know you, Lord Halifax, very well, but I am sure 
you have certain prejudices which your mother and father taught you 
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I don’t know what they are. But I have definite prejudices against 
firms like Lazard Freres and J. P. Morgan.” And I said, “Thanks. 
to me, neither of them have had anything to do with the war. So, 
there is no criticism against your Government or my Government., 
I can’t change my prejudices.” 

I said, “You told me when you were here that Mr. Brand was not 
going to go back to work for Lazard Freres of London when the war- 
Was over.” 

“No,” he said, “I didn't say that. I thought he wouldn’t go back.” 

I said, “Do you know?” 

He said, “I don’t know.” 

I said, “Well, if you would tell me he wasn’t going to go back when 
the war is over, that would influence me greatly.” 

He kept repeating that he gave his word, and so forth. 

I said, “I have great confidence in you, Mr. Ambassador, but I can- 
not change my prejudices any more than you can change yours.” 

Mr. White: That is very good. Do you know what his prejudices 
include? 

H. M. Jr: I looked him right in the eye and I said, “This is what 
I just expected that your Government would do!” 

Mr. White: Well, I think you handled Halifax the way he should 
be handled. 

H. M. Jr: I looked him right square in the eye and said, “I knew 
this was what you would do. You are just making it that much more 
difficult for me. It is difficult enough, and after the armistice, with 
our selfish businessmen and your selfish businessmen both trying to 
make money, it is going to be very difficult to keep the two Govern- 
ments on the present basis.” 

Mr, White: It is an amazing performance, that after your state- 
ment for a man to represent the Treasury here that they should come 
forward. I doubt whether there is a precedent, certainly in our deal- 
ings with any country—but you expected it; I didn’t. 

H. M. Jr: I told you they would send him. 

Mr. White: That is right, you did. I am glad you spoke to him 
the way you did, and I think that is the way to handle it. 

H. M. Jr: He kept saying, for his sake, wouldn’t I give him a chance 
to get into my confidence on his own. 

So pene: “Well—” he didn’t tell me what his prejudices were, but 
I thin 

Mr. White: I think it is an excellent point. He remembers. 

H. M. Jr: I said, “You will remember. They will come to your 
memory.” 

“Oh, yes,” he said, “I have my prejudices.” 

I said, “Unfortunately every time a German would want to see 
me on some special mission, I wouldn't see him.” I was right. 

said, “There is somebody right in our own Government that I asked 
them to get rid of two years ago,” and I said, “Unfortunately I am 
right. M intuitions too often have been right on these things.’ 
had Batt in mind. a” I 

Mr. White: All of this will be related to Brand. He will be at 2 


disadvantage, which will be all right. 
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H. M. Jr: Oh, yes. We will get off to a wonderful start. Oh, yes. 
But these people—it is this ruling class of England, of which Church- 
ill isone, and of which Mr. Halifax is another, Mr. Brand is another— 
the senior partner of whatever it is—he was managing director, and 
the other partner is in charge of the war bond drive. At the top 
they evidently haven’t learned anything. 

Mr. White: No, not very much. 

H. M. Jr: I felt like saying to him—I was very careful—well, I 
said enough—“Mr, Halifax, when you went to Munich” I felt like 
saying 

Mr. White: I am sure he got the full implication of the prejudices. 
I am sure vou talked to him the way no one else here does. If every- 
body did, it would be much better. 

H. Mr. Jr: They say Hull talked that way to him and yelled his 
head off in the morning and then gave in in the afternoon. Youknow 
that story on that Spanish business? 

Mr. White: No. 

H. M. Jr: They said he talked terribly to him in the morning and 
then in the afternoon gave in. 

Mr. White: So Mr. Brand will be here? 

H. M. Jr: Yes. Oh, boy! 


(Book 735, pp. 126-151) 
May 25, 1944. 
9:40 a.m. 
Forricn EXCHANGE 

Present: Mr. White 

H. M. Jr: Whom did you get that from? 

Mr. White: That is Foreign Funds. 

H. M. Jr: Whois your contact? 

Mr. White: Orvis Schmidt is the 'head of Foreign Funds, and Lux- 
ford both worked on it. 

H. M. Jr: Who is this person ? 

Mr. White : He is one of the pig finance people there. 

H. M. Jr: They own eighty percent of 


Mr. White: We can inquire further. j 
H. M. Jr: That, to me, is amazing. I never heard of him before. 


Mr. White: Their-name is mentioned in financial circles. 
(Secretary speaks to Mr. Luxford over phone, as follows :) 


May 25, 1944. 

9:37 a.m. 
HM Jr: Lux, I've got a memo from Harry that he got from For- 
eien Funds 

Ansel Luxford: Yes. 

HM Jr: that S. Pearson & Son 
L: S. Pearson 
HM Jr: P-e-a-r-s-o-n. 
L: Yes. 
HM Jr: 


own eighty per cent of Lazard of London. 
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L: Yes. 

HM Jr: Now, I want to know who S. Pearson & Son is and if nec- 
essary send a cable to Taylor. 

L: Yeah. f 

HM Jr: I want to know who the partners are and everything. 

L: All right, sir. 

HM Jr.: 1 want to know all about them. 

L: Allright, sir. 

HM Jr: Because that's a brand new name to me. 

L: We will check into it right away. i 

HM Jr: Now, this thing of Captain Puleston, what's-his-name was 
telling me yesterday—Forrestal—how good he’s been on this S.K.F. 

business and all that. 

L: Yes, 1 ran into him on that and he's been a fighter. 

HM Jr: Yeah. And so I asked him whether I couldn't get him in 
on the Argentine and he said he’d be glad to. 

L: Good. 

HM Jr: So I thought we’d show him everything we've got and 
get him started on this Argentinian thing. 

L: All right. What I thought Pd do, if I get a little time, is to run 
some of this stuff in memorandum form without any address on it to 
anyone so we can let him have some of it to mull over. 

HM Jr: Right. 

L: Allright. 

HM Jr: You've got the time he’s coming? 

L: Eleven o'clock. 

HM Jr: Yeah. And you see, he used to be the head of Naval In- 
telligence. 

L: Didn't he used to work for you? 

HM Jr: And he worked one year for me. 

L: [thought he did. 

HM Jr: But before that he was the head of Naval Intelligence for 
the Navy. 

L: He's been very good on these things. 

HM Jr: Oh, he’s—he’s a fighter and I thought we'd get him in on 
the Argentinian show. hs 

L: It's a very good move. 

HM Jr: Right. 

L: All right, sir. 

H.M. Jr: Now I am at your service. 

Mr. White: Now Kung is making an offer; in which he is in effect, 
giving sixty to one, a rate which is much too low and which we agreed 
we couldn't accept. And he is giving an alternative in which he 
says you can buy the money you need in the Army on the market. 
Now, that was all right several months ago, but the way things are 
going now there is no particular advantage in that. It will take a 
lot of money, particularly gold, and now the Army is very reluctant 
even to send a single ton of gold. They are having difficulty meeting 
their needs to this program, the other program that they have, a ter- 
rific amount of tonnage required and of course they are way behind 


schedule. 
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_ So I don’t think we could get anything nearly enough to do the 
job, and I think he knows it, too, and that is why he is trying to put 
us in a corner. So our reply has to be evasive, but what I think 
we ought to do is give him some sugar. 

H.M. Jr: Something ought to go out of here by tomorrow. The 
letter has been in here what—a week ? 

Co It is dated April 19; we got it May 19. It should 
go out. 

H.M. Jr.: I'd like it to go out by tomorrow. 

Mr. White: Yes, we can do that. We'll have to get agreement with 
the Army. I suggest we get the Army to give them another twenty- 
five million dollars on account, and try to devise some kind of an 
evasive answer. 

H.M. Jr: Yes, but the 19th! I'd like to clean it up by noon to- 
morrow, please. 

Mr. White: I know it will require some time. 

H.M. Jr: Buta week is time enough. 

Mr. White: I suggest we get the Army to give them another 
twenty-five million dollars and stall on the rest of it, and also send 
some money to be sold on the market to try it out. That is what 
we want to do. 

H.M. Jr.: I want an answer. 

Now, where is the answer from the Army on China, anyway? 

Mr. White: I called up General Clay. He said he had prepared 
it, and it would follow through. 

H.M. Jr.: Shall I call up General Somervell and tell him he is going 
to give it to me Monday? These fellows are always pushing me 
and always wanting it immediately. 

Mr. White: Allright. I didn’t get it! 

You referred to the economist. I saw Olrich several days ago. He 
said he was going to have another chat. 

H.M. Jr: That was another memorandum I wanted a week ago. 

Mr. White: No, he said he was going to have another chat with 
him. I didn’t know you had anything imminent in mind. 

H.M. Jr: If the fellow is good, let's take him on. Supposing we 
have somebody around here*with administrative responsibility and 
let him think. 

Mr. White: Did you want me to take him on in my division, do 
you mean, or take him on independently ? 

H.M. Jr: I dont want him independent, no. I want him tied into 
somebody. 

Mr. White: If I would take him on, it would be a good spot for him 
to work on reparations. Winant spoke to me that he is at sea on the 
reparations problem. He says he hasn’t got anybody that he can 
rely on, and it’s a big problem and apparently the British have a lot of 
people working on it, and he asked if I couldn't help him. I said that 
you had already asked us to begin working on the reparations and I 
have had one man working on it, getting all the background, but it 
requires a lot of thought. Otherwise, you just get the mediocre stuff. 
If I get him and put him on that, it would be e 

pretty excellent. 
(Secretary speaks to General Clay as follows:) 
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May 25, 19-44. 
9:42 a.m. 
H.M. Jr: Hello. l ] i 
Operator: General Somervell is out of town. He'll be back late 
tomorrow afternoon. 
H. M. Jr: Is General Clay there ? 
Operator: Tl find out. 


H.M. Jr: Hello. 

Operator: General Clay. 

H.M.Jr: General. 

General Clay: Good morning, Mr. Secretary. 

H. M. Jr: How are you? After Cabinet last Thursday, which was 
eight days ago, I called up General Somervell and asked for a report 
on China. He promised it to me Monday. Today is Thursday and I 
haven't got it yet. 

C. I turned that report over to him on Monday. 

H.M.Jr: Yeah. 

C: Then he left town and I started to check through on it yesterday 
to see if a copy is on its way to you. 

H.M. Jr: Yeah. 

‘C: I know that he was to send it to you and he told me that he was 
going to do so and I can’t figure.out what's happened to it, Mr. 

ecretary. 

H. M. Jr: Well, you're only four days behind schedule. 

C: Well, I’m sorry about it. I think that—he isn't here but I'll find 
a co , 

H. M. Jr: Well 

C: ——of the report and if it hasn’t gone 

H. M. Jr: ——is he in Continental United States? 

C: Oh, yes, yes. 

H.M. Jr: Well, he can be reached. 

C: Oh, yes. I'll get hold of him. 

H. M. Jr: Well, Pd like it today. 

C: Allright, sir. 

H. M. Jr: If you please. 

C: Allright, sir. 

H.M. Jr: Thank-you. 

C: Yes, indeed. All right. 
` Mrs. Klotz: That's that! 

Mr. White: The Army isn’t used to being jogged like that. 

There are two things about that man: 1 would have to pay him 
seventy-five hundred to get him. 

H. M. Jr: Is he worth it? 

Mr. White: Oh, yes. 

H.M.Jr: All right, put him on stabilization. 

Mr. White: And thisjob on reparations is a temporary job. When 
the reparations problem is over, the assumption is there will be some- 
thing else. : - ih 

H. M. Jr: Oh, sure, if he is bright, we'll take him. When do you 
want him to come in? 


9:43 a.m. 


MORGENTHAU DIARY 1123 


Mr. White: Assoon as I can get him. I'll find out. 

H.M. Jr: I could see him at eleven thirty this morning. 

Mrs. Klotz: What is his name? 

Mr. White: Silvermaster. 

e Klotz: Oh, yes, he is marvelous. Is that the Silvermaster I 
now? 

Mr. White: If you met him at my house. 

Mrs. Klotz: Yes, oh, he is awfully smart. He is one of the few 
people I have met that I like. 

Mr. White: He suffers from asthma occasionally. 

Mrs. Klotz: But he is a very remarkable person. 

Mr. White: Here is thisthat you wanted. 

(Dr. White hands Secretary memorandum.) 

H. M. Jr: Two hundred yuan for the dollar? 

Mr. White: Yes, do you remember Stimson said four hundred? 

H.M. Jr: Stettinius. 

Mr. White: Well, maybe you want to wait until we get an answer 
to our cable and get the very latest, because that is a month old. 

H. M. Jr: Oh, no, I don’t want to wait that long. 

You write the President: 

“My Dear Mr. Presipent: In view of the discussion at Cabinet last 
Thursday, I am sending you a memorandum on the foreign exchange 
situation in Chungking and Kunming. 

“You will note that the yuan in April was selling on the black mar- 
ket for about two hundred for the dollar. That is just half the figure 
that Id Stettinius used.” 

Mr. White: Ed Stettinius reported four hundred. You might want 
to mention what I think is true, that the situation will get worse, so, 
we can bring it down temporarily. 

H. M. Jr: No, TM put it this way: ; 

“We in the Treasury, in cooperation with the Army are watching 
this situation very closely and will always be glad to furnish any 
information you may want in regard to the foreign exchange and 
monetary situation in China or any other part of the world.” 

Mr. White: A little gratuitgus. 

H. M. Jr:: All right, in China. 

“Yours sincerely.” 

Then write a letter to Ed Stettinius: 

“Dear Ep: I am inclosing herewith a memorandum that I have 
sent to the President. i 

“I think that the pilot that gave you the quotations on the yuan 
must have'been suffering from too much oxygen!” 

Mr. White: He might have got the fellow in a jam. The fellow 
may have told him the truth. 

H. M. Jr: Anyway, “was suffering from too much oxygen. Yours 
sincerely.” FS 

I don’t mind rubbing his nose in it. I would like to have those back 
at two o elock for Mrs. Klotz. 

Mr. Wr ate i aie had a meeting seer, with the Russians and the 
British and Chinese to agree on—Did you hy E E 

which appeared in PM * on the B.I.S.? ae peto see edito 


H. M. Jr: Yes, Mrs. Morgenthau gave it to me NE 
ght. 


1A now defunct New York afternoon newspaper 
2 Bank of International Settlement. 5 
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Mr. White: It is reprinted from the day before. There was also 
an editorial in the Herald Tribune about it. It was certainly doing 
a job on the B.I.S. A 

We had a meeting with the Russians and British to agree on what 
country shall be asked to the preparation of the agenda and the draft- 
ing committee which would meet a couple of weeks in advance. Now 
since there isn't a conference we can’t do it officially. Ordinarily, 
there would be a conference at which that would be decided formally 
or there would be an exchange of discussions among various ambassa- 
dors. So, in order to avoid the need for doing that, we won’t have 
time and it won't be possible, we are assuming the matter is at a tech- 
nical level, that we can agree among ourselves and this is the state- 

ment that we are suggesting to go forward and tliat is the list of 
countries. 

(Hands Secretary list of technical experts.) 

H. M. Jr: It’s all right with me. 

Mr. White: There is one point here that is giving us trouble. We 
want your advice on it. We wanted France very much on it, they have 
some very able persons here and they are very important in finance, 
anyway, and they would help us in the conference. And the State 
Department is wholly agreed that they ought to be on, but Dunn says 

very strongly that in view of the President's statement about all mat- 
ters of France have to be referred to him, he thinks only the President 
could pass on this. It seems a little Lit like nonsense to me, because 
we already have asked them to the conference, we already have dis- 
cussed matters with them at length, and this is only technical experts. 

H. M. Jr:- What I would do is this: I would show him this and 
say, “Would you mind okaying this?” Just give him the list, do you 
see? Have that part of it and let him look it over. If he doesn’t say 
anything, okay. 

Mr. White: Now, I just got this a second ago from Charlie Bell. 

H. M. Jr: Did you see him? 

Mr. White: He must have given it on the telephone. He was sup- 
ee to telephone me yesterday afternoon but I suppose it took 

onger. 

(Hands Secretary memorandum of May 25 from Charles Bell, con- 
cerning location of Monetary Conference. ) 

H. M. Jr: Where do we have to get the cooks and everything ? 

Mr. White: I didn’t read it yet. 

H. M. Jr: “By way of comparison, at the Mt. Washington, Bruns- 
wick, they have four hundred rooms against the Wentworth and Far- 
ragut and Stony Manor. To insure satisfactory service at the Ports- 
mouth area it would be necessary for the Departments of State and 
Treasury to undertake to recruit personnel, such as cooks, chamber- 
maids, waitresses, etc., since the management will not consider the 

roposal on any other basis. 

“While the Portsmouth location has the advantage of being near 
the city facilities and better transportation service, it is not thought 
to outweigh the elements favoring Mt. Washington at Bretton Woods. 
At the latter location the conference delegation proper and immediate 
associates can all be housed under one roof with the Crawford House, 
3 miles away, available for secondary service personnel. Further, ae 
Mt. Washington has twice as many telephone outlets as are available 
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in the Portsmouth area, it is accessible by a standard gauge railway 
connecting with Portsmouth and Boston; it has already arranged for 
1-day laundry service as against 5 days at the Wentworth; it has 
bowling alleys, pool room, indoor and outdoor bathing pools, 36 hole 
golf course—as against 9 hole golf course at Wentworth, auditorium, 
and the dining room is twice the size of the one at the Wentworth, 
with added private parlors which could be used for small conmittee 
conferences. 

“Furnishings and all hotel appointinents are far superior at Bretton 
Woods than at any other location surveyed. In fact, one could think 
of the Wardman Park Hotel and not be disillusioned in the Mt. Wash- 
ington at Bretton Woods. This hotel is being thoroughly renovated 
at the present time whereas the other hotels have not begun to reno- 
vate nor have they secured the necessary labor to do so. 

“While it is recommended that the Mt. Washington be selected 
over any other hotel in New Hampshire, I do so with this reservation. 
The management changed this last January and while some assurance 
has been given that no difficulties will be encountered, this is a matter 
which must be thoroughly checked with the manager or his assistant, 
and I am endeavoring to develop this side of the picture today as 
there was no manager on the premises yesterday.” 

Well. he recommends Bretton Woods. It’s in New Hampshire. 

Mrs. Koltz: Aren’t those all places that Sullivan objected to? 

H. M. Jr: Yes, because Sullivan says he thinks David Niles is at 
the bottom. 

Mr. White: Not really. No, he doesn’t even know David Niles. 

H. M. Jr: No, but the new manager who has bought this hotel is 
a friend of David Niles. 

Mr. White: But I mean Warren Kelchner. He was the one who 
suggested it. 

H. M. Jr: David Niles is at the bottom of this. 

Mr. White: He would have to be way, way down at the bottom. 

Mrs. Klotz: Stupid! 

Mr. White: Then Bretton Woods is all right ? 

H.M. Jr: It looks to me so, 

Mr. White: You also will want to have the meeting of the Pre- 
paratory Committee in which we hope to iron out as many differences 
as possible. We have enough of the major countries so it will be as 
little trouble in the conference as possible. 1 think that we ought to 
go up there. I think it will be possible if we do the job a couple of 
weeks ahead of time. 

H. M. Jr: Sure. 

Mr. White: Pasvolsky doesn't think he will be able to get away. 
The extent of the joke you would appreciate. He has never made the 
slightest contribution, so the assumption that he is necessary there is 
funny. 

H. M. Jr: I don't know how much influence he has. 

Mr. White: He may have considerable influence but Lord Keynes 
health is very poor. He has to come over on the boat and he is very 
desirous of having a meeting in a cool spot. 

H. M. Jr: 1 think that is more important. 

Mr. White: Did you happen to see it—__ 


48-378 O—65—,vol. 2——18 
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H. M. Jv: Times, yesterday? : 

Mr. White: I wasn't thinking of that, I meant his statement before 
the House of Lords. It didn't give quite as much as it did in the cable. 

Now, Lhavea few other things. > 

H. M. Jr: You're so hurried; Um not. AHN I want is a few results. 
Did you think I was abrupt with the Army ? ' 

Mrs. Klotz: Not abrupt, but you gave them their orders, 

H. M. Jr: It’s perfectly nonsensical. They want General Marshall 
telling me—— r : 

Mr. White: What was the report he was going to give you about 
China? . a 

H. M. Jv: The present status, construction, and everything else. 

Mr. White: 1 have spoken about this before. It’s standard now to 
include other things. The British and the Americans are going to sup- 
ply, through the Army, relief goods for Europe. They are drawing 
up a plan as to approximately what they need. 

H. M. Jr: Whois doing this? 

Mr. White: FEA and State Department. The plan is being drawn 
up by the Combined Chiefs, but in collaboration—They come to the 
Treasury because of the finance aspect. 

HM. M. Jr: This is to be used when? 

Mr. White: As soon as they get in and thereafter, not continuously, 
because the plan only calls for up to six months. What they refer to 
as Plan A merely for convenience, calls for about seven hundred mil- 
lion dollars. They will very quickly modify it for a variety of reasons 
and there are already some additional items, so it will eventually prob- 
ably run to a billion dollars in the first six months. 

These goods are going to come from England, the United States and 
Third Countries, but chiefly the United States. The Combined Chiefs 
are indicating where they shall come from. As their plan calls for, 
it means about half will come from the United States and presumably 
about half from England. Now the following problems are created: 
One, England is going to send some of the goods out of Lend Lease 
stock. It has been our position that if it goes out of Lend Lease 
stock it ought to be our share. It ought Get to count as British share. 

H.M. Jr: You will have to explain that. 

Mr. White: This is a hypothetical example: We sent wheat to 
England on Lend Lease. England has it in the warehouse included 
with other wheat that she may have from her own supplies. Wheat 
is sent from England to France as her half of the program. The 
question is, should we permit England to count as her half, goods 
that we have sent her on Lend Lease and which she has warehoused ? 

H.M. Jr: The answer is no. 

Mr. White: That is what we felt like. 

H.M Jr: What Committee is this? 

Mr. White: Sidney Mitchell is in charge. working under Acheson, 
FEA under Currie, and the Army Combined Chiefs. This is in- 
ormal. 

j H. M. Jr: Couldn't Bob McConnell represent us on this? 
Mr. White: I doubt it. He would have to go into it—it’s wholly 


financial. 
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H. M. Jr: No, it gets into the goods. 

Mr. White: I doubt unless you want him—the way he might rep- 
resent us is where we have no representation and that is on the Com- 
bined Food Board, who determine where this stuff shall come from. 

H. M. Jr: That will be raw materials. You know he has been very 
loyal to me and he has stuck up for me in all of these other places. 

; Me White: I don’t think that is a very fruitful area, but it’s all 
right. 

H. M. Jr: What about on the Combined Food Board? 

Mr White: We have nobody there because they have taken the 
position that we have insisted upon, that their decisions shall be deter- 
mined by financial consideration. 

H. M. Jv: This would be the incipient thing. 

Mr. White: Oh, yes, because we also are coming into another area. 
We are going to sell salvaged goods. Lauch Currie was in to see 
me the other day and was disturbed about the fact that Leo Crowley 
asked him how about Rovensky for the job. As important as that 
job is in the United States, it will be almost as important abroad, 
because Lauch says it will be a couple of billion dollars of salvage 
easily to sell and the conditions of sale will permit it. He asked me 
about him and T said he would be an unfortunate choice because he 
is a man who is interested in financial aspects rather than in doing 
a good job. I wouldn't be inclined to trust him to that extent, my- 
self. They tried to get a General Dwyer whom they spoke very high- 
ly of, but Patterson won't release him. He asked if I had any sug- 
gestions. I said I didn’t know. ; 

H. M. Jr: Of course Crowley wont take this man; but he is a 
wonderful man to watch Crowley. 

Mr. White: You see, this is part of the same problem, because it 
could be part of the same problem, although it has been kept sepa- 
rately up to now as to how the proceeds of salvaged materials are 
divided. It isa very complex question and it might well be that he 
might get into it. For example, whose material is it that is being 
sold ? 

H. M. Jr: I think he would be ideal. It was his whole plan on this 
whole business. Let's see if he is in. 

(Asks Mr. Fitzgerald to have Mr. McConnell step into the office.) 

The thing that I like, this would get up to B. M. Baruch and his 
crowd, you see, because they supervise this whole business. 

Mr. White: I thought that had been turned over to FEA. 

H. M. Jr: Yes, but they kind of watch this whole thing. He stands 
awfully well over there. 

Mr. White: If you are willing and he is willing, it will take several 
weeks to get into it and from then on I am sure he would be quite 
useful. 

H. M. Jr: With the Monetary Conference you are out of the run- 
ning. I like the way he stood up for my own personal interests in 
every case. 

(Miss McCathran reports Mr. McConnell is out of town. The Sec- 
retary makes an 11:00 o'clock appointment with him for May 26th.) 

Mr White: Why don’t I postpone it until then? — 
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H. M. Jr: Yes, I would rather do it tomorrow. That interests me 
very much and it’s going to be a very important thing. 

Mr. White: Important and very complicated and a first-class fight, 
because there already is emerging a difference of viewpoint. 

H. M. Jr: He would love it on the Crowley angle because then he 
would have to watch Crowley. That is what he has been doing. | 

Mr. White: Currie says he has been trying to keep it under his 
control until he could get a good man and he has done so, but now 
Crowley and others are beginning to sense what a big thing itis. But 
Crowley did try to get Dwyer. They even got the President's order 
to release Dwyer. 

H. M. Jr: I would like to have Olrich sit in, because he knows a 
lot about it—just at the inception. The point is that up to now, 
“there ain't going to be no surplus”. 

Mr. White: This is salvage—trucks, everything that the Army is 
leaving over there. 

H. M. Jr: Oh, it is the other side? 

Mr. White: It is the selling. 

H. M. Jr: Not from this country? 

Mr. White: No, this is stuff that. will be left over there from the 
Army, Army uniforms. You remember at the end of the last war 
I think we got four hundred million dollars from the French, sup- 
posedly. . - 

H. M. Jr: Take a minute and explain it to me. 

Mr. White: The first thing I spoke of related to goods we will 
send and England will send from our stock, surplus or otherwise, as 
relief, before presumably UNRRA begins to operate. As I say, pres- 
ent plans call for about a billion dollars worth of such goods. 

H. M. Jr: And that is taking stuff which is already over there, 
or 
Mr. White: Both. England wants to take some, of her Lend 
Lease goods which she has got on reserve. She claims that the 
reason she has it on reserve is because it is her own. Our claim is that 
she had enough for herself, the only reason we gave her Lend Lease 
was that she didn't have enough. If she did have enough so that she 
can sell it, it’s ours, not hers, but that refates to goods on relief before 
UNRRA comes in the picture and the division of payment between 
the British and ourselves. Asa part of that picture, there is also the 
question of the revenue, because many of these goods are going to be 
sold, and it has been our position and we are getting agreement on 
that, that we ought to get that portion of the total revenue received 
that we contribute. In other words, supposing we contribute seventy- 
five percent of that billion dollars worth of goods, we ought. to get 
seventy-five percent of the gross revenue, whatever it is. Now that 1s 
different from the salvage problem I am talking about. 

H. M. Jr: The salvage problem is the question of what is already 
over there. 

Mr. White: What will be left there. 

H. M. Jr: I know, Mr. Roosevelt was in on that himself in the 
Navy. 

E: White: It wouldn't be worth while to bring it back. 
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H. M. Jr: When you said two billion dollars, what did you mean? 

Mr. White: That is the salvage that will be left there. It may not 
amount to much. 

H.M. Jr: FEA going to handle that? 

Mr. White: FEA has control. That has been turned over to them. 
The comparable organizations of Olrich’s Treasury Procurement, as 
I understand it, is now in FEA as it applies to foreign countries, but 
FEA includes stuff that the Army and Navy has left over. 

H. M. Jr: I see. I am beginning to understand it better. 

Mr. White: Do you have a suggestion of a man whom we could 
recommend through Currie for that job? 

H.M. Jr: That I dont know. 

Mr. White: I mentioned Sumner Pike asa possibility. 

H.M. Jr: Pike and McConnell are great friends. 

Mr. White: Pike is a very straightforward fellow. 

H. M. Jr: That is something else again. 

Mr. White: Of course I dont know what Crowley has in mind, but 
he mentioned Rovensky. 1 don't know whether you know Rovensky 
well. Fe was sent down here several years ago to keep an eye on 
Rockefeller so he wouldn't make any mistakes. In the interim Rocke- 
feller brought another fellow not from the banking interests, but they 
sent a man down from the oil interests to see that he didn’t make 
mistakes. Two different groups were interested in his performance. 
Those two advisers, after very short periods, got into difficulties be- 
tween themselves. There was a running undercover struggle. 
Eventually both of them left, but Rovensky is a man who is mixed 
up in a lot of things. I would have very serious doubts about his 
reliability. 

H. M. Jr: This is going to be when the war is over, isn’t it? 

Mr. White: I am not sure. You see, they may salvage some stuff 
in France before or in some countries after they have pushed on. 
There may be some trucks. I don't know what their authority is. 

H. M. Jr: Of course, if the thing is over, the most able fellow 
around this town is General Clay. 

Mr. White: A very good man. Seems to be a very straight sort of 
chap, but I don’t think he coufd begin to function until the war is over. 
I don’t know how much they have to prepare ahead of time, but they 
are looking around for a man now. Then we will pursue that to- 
morrow. 

Another problem is the one that I brought before you a number 
of times and they are again bringing a lot of pressure on us as to the 
settlement of this monetary arrangement with Belgium and Holland 
also. Do you want to initiate that or speak to the President first? 

H.M. Jr: Who is bringing pressure? 

Mr. White: State Department. 

H. M. Jr: I asked Winant. Did 1 tell you? I said, “Look Winant 
is anybody over in England of these governments in exile arma 
* pressure?” He said, “On what?” I had to explain. He said Mor 

genthau, I have never heard of it before.” i 

Mr. White: Well, they are doing it here, because they have the ar- 
rangement they want with the British Government. 
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H. M. Jr: He doesn't know about it. I would sit tight. Let Hull 
talk to me about it. 

Mr. White: I almost have to pass-the-buck to you because Dean 
Acheson is calling up every 

H. M. Jr: All right. You tell them that when Mr. Hull wants to 
talk to me, okay, at that level. 

Mr. White: The issue is whether or not 

H.M Jr: We should pay our troops in dollars. y 

Mr. White: That's part of the issue. Another part is that Lend 
Lease arrangement which the State Department is negotiating with 
these fellows as to what they should get for nothing and what they 
should pay for. What the State Department is doing may be appro- 
priate but they are now making arrangements which will determine 
how much of the burden of the war shall be met. 

H. M. Jr: Let Mr. Hull take it up with me. 

Mr. White: All right. DU tell him you have a personal interest in 
that matter. 

Now the question of the exchange rate for German currency. There 
is a difference of view within the Government here as there has been 
in the past. We have taken the position here in the Treasury that the 
«question of what the relative purchasing power of the dollar and the 
mark and franc—and the mark has no significance in this problem, 
because whatever it is, there will be difficulty, when we get in. We 
feel that you ought to have the highest rate that you can have some 
chance of holding, because if there is a depreciation of the mark 
after the occupation forces get in and we have the responsibility. it 
will be very bad for. many reasons. In the first place, it will be harder 
for us to control the situation and in the second place, we will get the 
blame and the disintegration wil] proceed much more rapidly. There- 
fore, there is no sense in having a higher rate than can be maintained, 
and the controls are going to break down, prices are going to shoot 
up. We don't believe von can even hold a ten cent rate. The nominal 
rate is forty, the actual rate is about 

H. M. Jr: Well, we are going to fight for ten cents, which wa think 
is much higher than it should De, but much lower than the other fel- 
ee say, Germany, of all places, I woúld like a rate which we could 

10ld. 

Mr. White: Well we can't hold a ten-cent rate either. The other 
fellows want a twenty-cent rate. 

H. M Jr: At what can we hold it? 

Mr. White: I don't know whether vou could even hold a fifty-cent 
rate, but you can’t get too low because there will be an awful howl. 
It’s a guestion of fighting for as low a rate as we can get. 

ILM. Jr: Whom? 

Mr. White: Britain, State Department, FEA. 

H. M. Jr: This one I want to take to the President. I want to g0 
in with a rate which will steadily improve from the standpoint of the 
Germans and not steadily deteriorate. This, I will fight for person- 
ally and with the President. 
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Mr. White: Well, in the meantime, we have your support and we 
will go ahead. j 

H. M. Jr: This one, I want to go in at a rate—I have just been 
reading this thing “Between Two Worlds”—I want to go in at a rate, 
so you can say to me, “Mr. Morgenthau, this rate will improve from 
the standpoint of the Germans, not deteriorate.” 

Mr. White: Certainly I can say the rate we select is a better rate 
than the rate they select. 

H. M. Jr: I want you to give me a rate at which it will get better 
and not worse. 

Mr. White: I wasn’t at the meeting, but McCloy insisting says he 
blames the Treasury, because we always take a position different from 
the others, because we feel we know more about it. 

H.M. Jr: Who does? 

Mr. White: I talk it over very carefully with our boys and come to 
a conclusion and then call in the other groups. The other groups were 
making quite a stir around town about the preposterous rate we had 
suggested: we had suggested five cents as a start for bargaining, but 
when they came to the meeting, we had a meeting of several hours. 
After the discussion we then started out with their position, they had 
about eighteen or twenty people present, went around the room and 
after the discussion, they all took back what they said and they all 
abandoned their position, but you can’t always be there when these 
fellows are talking around. 

H.M. Jr: Did you start at five? 

Mr. White: We started at five. 

H. M. Jr.: Stick to it! 

Mr. White: Well, there are certain other angles. McCloy has said 
if we can’t settle it, the Army will make its own decision. 

H.M. Jr: It won't. Who represents you over there? 

Mr. White: Taylor did before he went away. Glasser ought to be 
back within a week. 

H. M. Jr: You serve notice on McCloy on this one, I am going to 
really fight. Do you want me to call him up and tell him that? 

Mr. White: No, let’s wait and see whether we can win out. I just 
want you to know. 

H. M. Jr: This is the most important thing we have brought up. 


(Book 740, pp. 332, 333) 


Dr. White says these should be shown to the Secretary upon his 
return. 
Tue UNDER SECRETARY or STATE 


WASHINGTON 
JUNE 7, 1944. 
Dear Henry: I refer to my letter of yesterday’s date relative to 
the possibility of Dr. Kung coming to Washington. In this con- 
nection I have just heard from the President that he would be able 
to see Dr. Kung about the 22nd of the month. I have informed the 
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Chinese Ambassador accordingly, and we are in touch with the Army 
as to the possibility of providing accommodations on a C-51 from 


Karachi to Washington. 
With best wishes, 


Sincerely yours, 


The Honorable Henry Morcenruat, Jr. 
Secretary of the Treasury 
Washington, D.C. 


(Book 740, pp. 336-340) 


Treasury Department Divisiox or MONETARY RESEARCH 


Date: May 2, 1944 
To: Miss Chauncey 
From: Mr. White 
I think the Secretary will be interested in reading the parts of 
Adler's letter which 1 have marked in red crayon. 
H. D. W. 


Lerrer From ADLER, APRIL 13, 1944 


There are a number of points I wish to cover in this letter. 

1. USAAF expenditures in China. 

The estimates of current fapi needs màde by the Army Engineers 
which Acheson made available to me and which I utilized in my cable 
on the subject have been drastically revised downwards by them. I 
suppose it 1s incomprehensible to you that responsible men should first 
make`estimates which get both the Embassy and the Treasury un- 
necessarily alarmed and then find that they have been way out; in 
their defense it must be said that costing is a very difficult process 
in China at present. It appears that expenditures in March totalled 
CN $21 billion—which brings total expenditures in the first 3 months 
of 1944 to over CN $5 and under CN $6 billion—that expenditures in 
April will run at about CN $2.8 billion, and that expenditures in 
‘May and June will not exceed CN $3 billion per month, i.e., the amount 
which I suggested in my cable it was desirable not to go beyond, if 

ossible. j 
j There has been no further progress in the financial negotiations. 
Acheson is rightly stalling for time so that current construction work 
can continue unimpeded; it looks as if the Chengtu projects will be 
finished by the end of this month, and as long as the Chinese Gov- 
ernment continues with the execution of the work and continues to 
advance us the money we need there is no point in initiating acrimo- 
nious debates. If, of course, Kung presses us for a new proposal, 
then Acheson will come out with the scheme which has already been 
approved by Treasury, Army, and State Department. 4 

2, Have not yet received any answer from the Ministry of Finance 
on the question of remittances to occupied China. 
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3. The rate of deterioration in the economic situation is definitely 
increasing. Prices have been jumping (as soon as I can get the offi- 
cial indices for the last two months shall get off a cable), interest rates 
are now 7% per month, and the Government is experiencing a marked 
shortage of currency. One day last week the Central Bank ran out 
of currency and did not make any payments for 3 hours, resuming pay- 
ment with new notes fresh from the printing press of the Central 
Trust factory in Chungking. ; 

Government banks are restricting their cash outpayments to CN 
$30,000 maximum per check and commercial banks are paying out 
even less. These restrictions naturally incommode both the normal 
conduct of business and the functioning of the government. Accord- 
ing to the head of the note issue department of the Central Bank the 
fapi reserves of the Government are still about CN $10 billion, so that 
it is difficult to understand how the above situation arose; presumably 
this reserve is cached away and was not immediately accessible. An- 
other difficult thing to understand is the failure of the Government to 
release CN $500 bills, but as previously pointed out it attaches inordi- 
nate and disproportionate importance to psychological considerations 
whose relevance diminishes with the worsening of the economic pic- 
ture. The one bright factor at present is that the crop prospects are 
pretty favorable, though it is reported that in outlying areas peasants 
are refusing to pay the land tax. 

4, The black market has been pretty dead of late, and if has not been 
easy for the US Government agencies now financing themselves by 
selling US currency to find buyers. 


* * E + ES x e 


The British would appear to be taking a very unrealistic picture 
of our financial requirements in China, which I suppose they can well 
afford to dó. The talk of possible unfavorable psychological repercus- 
sions which might ensue from a realistic readjustment in the exchange 
rate in the British Treasury memo sounds very much like Hall-Patch 
who was never noted for his economic acumen. 

Am reliably informed thatsthe Chinese Government sales of gold 
have beeh largely fictitious. Therefore it is tempting to make the 
conjecture that their recent request for another ten tons of gold and 
for US $20 million of US currency was based on the desire to build 
up an internal political slush fund which would come in handy as the 
economic situation deteriorates and the political power of the Central 
Government concomitantly weakens. Of course, this is only conjec- 
ture, but it is a possibility well worth bearing in mind. 

_ There has been a marked increase in the rate of economic deteriora- 
tion, and signs of the strain on the Central Government are multiply- 
ing. In this situation growing peasant discontent, mrest in the 
Army, and further attempts at putsches on the lines of the Army Col- 
lege conspiracy, not to mention Increasing autonomy on the part of 
the provincial warlords, are to be expected. My own feeling is that as 
the situation worsens the Gimo will be forced into appealing to us 
for help and advice but that he will defer doing so for as long as 
an One sien of gan op he Goverment is the ii 

; g in providing suihcient supplies of food for Govt. ofti- 
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cials; another is the fact that it is hard put to finding enough cash 
to meet bank payments; yet another is the report of disturbances in 
front of rice stores in the suburbs of Chungking—but this has not 
yet been confirmed). In spite of the fact that the strength of the Cen- 
tral Government is visibly declining—or maybe because of it—it not 
only does not mend its ways but intensifies its previous policies. No 
one I have met believes that it means business in the forthcoming dis- 
cussions with the Communists. Its war effort is more inert than ever 
before. It fails to understand that the attitude of the American peo- 
ple and Government towards it is changing, and believes that it can 
quiet American criticism by the usual stupid and self-contradictory 
semi-official and official statements (e.g., Chen Li-fu's recent reply to 
the Harvard professors re thought control). Its bungling of relations 
with countries other than the US was made clear in my last letter. 

Well, this is the usual dismal story, but it is hard not to be a Cassan- 
dra when writing from China. 

There are one or two other items I should like to take up. 

a. Incredible as it must sound our Army here delivers messages 
from the President through it to the Gimo not to the Gimo person- 
ally but to Madame Chiang (In one case when both the Gimo and 
Madame were out of town such a message was delivered to Madame 
Kung.). This is extraordinarily stupid as Madame Chiang will, if 
she feels it expedient. hold up messages. I happen to know that one 
message was sent on April the 3rd and has not yet been delivered. And 
in any case she cannot be depended on to Alive them without gar- 
bling them for her own purposes. This is an entirely unnecessary 
complication, as the Army has the means to have the messages trans- 
lated and delivered in person to the Gimo in Chinese. F am calling 
this to your attention in view of the importance of the matter. You 
may wish to raise it with the Secretary. 

b. Hsi Te-mou has cabled Kung that the monetary conference and 
particularly the meeting of the drafting committee is likely to take 
place fairly soon and that Dr. White particularly asked for the re- 
turn of T. L. Soong to participate in them, adding that Dr. White 
particularly emphasized how valuable Y. L.’s contributions had been 
in the past.* No reference was made by Hsi to any other person. I 
don’t know how expedient it may be to do anything about it, but it 
would certainly strengthen China's representation if Dr. Chi were one 
of its delegates or at least experts. 

I suppose you are head over heels in work what with the forth- 
coming monetary conferences and only wish I were there to do my 
share. But-perhaps it is felt that in view of the critical nature of 
the situation here it is best to have someone on the spot and on hand 
though actually I don’t think ıt would matter much if I were away 
for a couple of months. 

It might be: of interest to you to hear of a characteristic example 

of-our Army efficiency. As you know, Kung asked us for US $20 
million of US currency, and our Army agreed to bring in US $5 


A ŮŘŮŮŮĖ 


«This is a figment of Hsi Te-mou’s imagination ! 
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million and keep the rest in India. Apparently the US $5 million 
(I dont know about the other US $15 million) were put in charge 
of an Army officer who was supposed to be going all the way to 
Chungking; actually he got of at Delhi. The parcel containing the 
US $5 million was put on an Army plane destined for Chungking 
without anyone being informed of the contents. The plane stopped off 
in Kunming overnight and was neither unloaded nor guarded during 
the night. Next day it arrived in Chungking but it continued to be 
neither unloaded nor guarded. The day after a coolie arrived at 
Army headquarters and dumped the parcel there. Mirabile dictu the 
parcel was intact and when it was opened the full US $5 million of 
currency was still there. As it happens Kung has not yet asked for 
the US $5 million and we all agree it would be unwise to turn it over to 
him if he does unless he shows a real inclination to sell them and allows 
us a voice in sale; the only rider to the above is that it might be 
worthwhile to turn them over if doing so were part of a deal in which 
the Chinese went half way towards meeting our reasonable demands. 

The last point T wish to take up is as usual personal.’ In the tele- 
gram on my appointment as Treasury Representative reference was 
made to the fact that my per diem allowance would be fixed later. 
Presumably you had in mind the possibility that the current finan- 
cial negotiations would be consummated fairly soon. I should like 
to call vour attention to the fact that this possibility is fairly remote, 
the odds being that they will drag on for quite some time. In the 
meantime my supply of fapi is running out, and unless some other 
arrangement is made I shall have to finance myself by converting at 40 
tol. Tf that is o.k. with you, all right; but in all fairness to myself I 
should like to point out that a corresponding adjustment in my per 
diem allowance should be made, as otherwise my living expenses 
at 40 to 1 would absorb all my salary plus the normal per diem of 
US $7 and possibly even more. It may sound ungracious to raise 
the subject but 1 don’t want to find myself in the position of having to 
live beyond my income. 


(Book #41, pp. 90-95) 


Letter to the Generalissimo was signed by the President on June 
10th, and sent to the State Dept. for transmission by pouch. The 
President made no changes in this letter. 

JUNE 8, 1944. 

My Drar Mr. PresmenT: I have received your memorandum of 
June 1, 1944 enclosing the Azde-Memoire brought to you by General 
Shang Chen from the Chinese Ambassador. This same Aide-Memoire 
was handed to me by Ambassador Wei on May 19, 1944 and it sug- 
gests an arrangement whereby we can sell gold and currency in 
China to meet our financial problems there. This proposal is being 
seriously considered by War, State and ourselves and may prove to 
be of some assistance, although it cannot be a solution to our financial 
problems in China. 
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I should like to take this opportunity to congratulate you, as 
Commander-in-Chief of our Armed Forces, upon having faced and 
passed an important military crisis. General Somervell informs me 
that the U.S. Army installations in China are now practically com- 
pleted. Thus, the problem which you faced in January has been 
Overcome and your major objective has been achieved. 

The difficulties of financing our military program in China began, 
you recall, at the Cairo Conference, where the Chinese leader re- 
guested a $1 billion loan. You accepted my recommendation that 
this loan be denied, and the Generalissimo in January threatened 
that the Government of China would not make any further material 
contribution to the war effort, including construction of military 
works, unless we agreed to grant the Joan, or alternatively, to purchase 
Chinese currency at the official rate of exchange for our military ex- 
penditures. We refused to accede to the Generalissimo and con- 
tinued negotiations. However, during these negotiations, construc- 
tion activities on behalf of our Army were going forward and have 
now been substantially completed, and we are now in the favorable 
bargaining position. Dr. Kung ina letter of April 19, 1944 informed 
me that the Chinese Government is “resolutely determined that noth- 
ing should be allowed to interfere with the present and contemplated 
onerations of the U.S. Army in the China Theatre”, and that the 
Chinese Government renounces “any request for a new loan (i.e. the 
$1 billion loan requested by the Generalissimo at the Cairo Confer- 
ence)”. Thus a most difficult situation has been bridged and our 
military installations in China stand ready for use. 

The Secretary of War, in his letter dated May 26, 1944, has sub- 
mitted to you an excellent account of the negotiations to date regard- 
ing the U.S. dollar costs of our military expenditures in China. 

As you know, we have been informed that Dr. Kung will come to 
the United States soon as head of the Chinese delegation to the United 
Nations Monetary and Financial Conference. This will give us the 
opportunity to continue the financial negotiations with him in the 
United States. 

That the position we have taken in these negotiations is justified 
is shown by the declining value of the Chinese yuan. The official ex- 
change rate for Chinese yuan has been 5 cents since 1941; before China 
entered the war it was 30 cents. The unofficial or black market rate 
for yuan was only 2 cents by the end of 1942 and by the end of 1945 
only 1 cent. At the present time the yuan is worth about one-half of 
a cent. 

The rise in value of the U.S. dollar in terms of Chinese yuan 15 
shown by some typical foreign exchange quotations in Kunming and 
Chungking since the latter part of 1942: 


‘Chungking Kunming 
HD AMEN eee aa ee 36 yuan for $1 44 yuan for $1 
Docember REA A EE 45 yuan for $1 48 yuan for $1 
1943 August.--------------~-~-----~--—-- 80 yuan for $1 88 yuan for j 
DERIO. sE 85 yuan for $1 95 yuan for H 
102. NANA a A A 175 yuan for $1 300 yuan for 51 
MORÁN =ococonesssarscoooassaaicnts 250 yuan for $1 220 yuan for HE 
April_------ qe DRESSES 200 vuan for $1 205 yuan for 
Muy .-----------------------~--~-- 175 yuan for $1 190 yuan for + 
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Gold has always sold at a much higher value in terms of Chinese 
yuan. Thus, at the end of 1943 a U.S. dollar note sold for about 90 
yuan while $1 worth of gold sold for about 300 yuan. In May, 1944, 
when the U.S. dollar sold for about 175 yuan in Chungking, $1 worth 
of gold sold for approximately 450 yuan. 

You may feel assured that despite the financial problems which 
arose to disturb the cordial relations of this Government with the 
Chinese Government, the course of the present financial negotiations 
is satisfactory and moving in the proper direction. 

I suggest that you may wish to address a letter to Generalissimo 
Chiang Kai-shek which will pay tribute to the Chinese people, and 
acknowledge the appreciation which is felt for their making pos- 
sible the completion of the military projects. A draft of such a letter 
is attached for your consideration. 

Yours sincerely, ; 
(Signed) H. Morcentriac, Jr., 


Tre PRESIDENT, Secretary of the Treasury. 


The White House. 


HDW/HG/AL/efs 
6/8/44 


Dear GENERALISSIMO Crane: I have been informed that the United 
States military installations in China have now been practically com- 
pleted, notwithstanding the monetary and financial difficulties China 
has to contend with. I wish to express my own deep appreciation to 
you and to express the thanks of the American people for this splendid 
achievement. ; 

This manifestation of our common effort gives to the world addi- 
tional evidence of the good faith and the high principles which moti- 
vate the United Nations in their determination to destroy the forces 
of aggression. You and the Chinese people have fought valiantly the 
common enemy for seven long years, and I know that you are heart- 
ened, as we are, with the realization that the day draws ever closer 
when our objective of final victory will be.won. f 

China's achievements in the face of tremendous obstacles inspires 
faith and hope in free men of all countries. 

Sincerely yours, 


Generalissimo Criang Iar-SHEk, 
Headquarters of the Generalissimo, 
Chungking. China. 
HDW/HG/AL/efs. 

6/8/44. 


June 8, 19H. 
From: Secretary Morgenthau 
To: Dr. White 
That’s a very good letter you wrote to the President on China. 
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(Book 741, p. 96) 


Tue White House, 
Washington, June 1, 1944. 


Memorandum for the Secretary of the Treasury 


This memorandum is from the Chinese Ambassador and was 
brought to me by General Shang Chen direct from Chungking. 1 
think you might have a talk with the Chinese Ambassador in regard to 
the Chinese exchange situation. 1 do not think he feels it is much 
better. 


F. D. R. 
H. M. Jr. 


Mrs. Klotz. Bring this to my attention. 


AIDE MEMOIRE 


To meet the requirements of the United States Army in China the 
Chinese Government has advanced in toto the sum of eighteen billion 
yuan. 

The United States Government has signified its intention of pay- 
ing for its military expenditure in China which is greatly appreciated 
by the Chinese Government. As a basis of settlement of the funds 
advanced by the Chinese Government, United States Army repre- 
sentatives in China have made proposals at different times since Feb- 
ruary for the conversion rate to be fixed variously at; U.S. $1 to 100 
yuan, 200 yuan, 120 yuan, and 150 yuan. The Chinese Government, 
however, is unable to consider these proposals to alter the exchange 
rate of 20 yuan to one U.S. dollar, because the lowering of the ex- 
change rate under the present circumstances would further under- 
mine confidence in Chinese currency, as well as stimulate the rise in 
commodity prices. 

_The Chinese Government, therefore, suggests the following solu- 
tions: 

(a.) The agreement for Reverse Lend-Lease as proposed by the 
United States and agreed to by China shall be signed and imple- 
mented as soon as possible. 

(b.) China undertakes to pay for land needed for the construc- 
tion of air fields. 

(c.) China undertakes to pay for the food and lodging of the 
United States Army in China, such payments to be credited under 
Reverse Lend-Lease. 

(d.) For United States Army expenses other than those cov- 
ered in (b) and (c) above, the Chinese Government offers the 
following alternative solutions: 

1.) China shall contribute twenty yuan as Reverse Lend- 
Lease, in addition to twenty yuan exchanged at official rate 
for every United States dollar credited to China. China 15 
further prepared to raise such Reverse Lend-Lease contribu- 
tion to forty yuan for each United States dollar placed to her 
credit. 
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2.) Alternatively, if the above arrangement (d.1.) is con- 
sidered not satisfactory, the Chinese Government shall be 
prepared to permit the United States authorities in China to 
sell in open market United States currency notes, United 
States Government bonds, gold, and commodities for the 
purpose of securing Chinese currency needed to meet United 
States Army expenditure. 

The Chinese Government also believes that the most effec- 
tive measure of controlling inflation in China is increased 
importation of commodities for daily use, especially if such 
importation is combined with the arrangements under (d.— 
l or 2) 


It is to be observed that for every yuan issued, the Chinese Govern- 
ment and banks assume the obligation of its redemption according to 
law. In comparing China's present foreign exchange accumulation 
to the amount of yuan issued China's exchange reserve is infinitesimal 
and far below her minimum requirements, not to mention China’s 
post-war needs for rehabilitation and reconstruction, and her mone- 
tary stability which especially needs assistance. Hence any appre- 
ciable increase in China's foreign exchange and reserve would greatly 
mitigate her difficulties and be of vital importance to development of 
American trade with China. 


(Book 742, pp. 114-115) 
June 10, 1944 
To: Mr. Collado 
From: Mr. White 


Will you please send the following cable to the American Embassy, 
Chungking, China : 


For ADLER from the SECRETARY OF THE TREASURY: 


You are requested to express personally to Mr. Kung my pleasure 
that he is coming to the United States. ; 

You are informed that Friedman, who is now in Cairo, has been 
instructed to depart immediately for Chungking to substitute for you 
as Treasury representative. You are instructed to present yourself to 
Vice-President Wallace upon his arrival in China, if you have not 
already done so, and to make available to him whatever economic 
data you have on the Chinese economic situation which he may desire 
and otherwise to assist him in every possible way. s 

It is requested that you return to the United States to report. and 
to participate in the United Nations Monetary and Financial Con- 
ference, but you should not leave Chungking until it is no longer nec- 
essary for you to be available to the Vice-President. In addition, 
you should not leave Chungking after Friedman's arrival until you 
have had the CUP to get him started and to acquaint him with 
the necessary details. Please cable me as soon as possible the probable 
date of your departure from China. 
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‘It is suggested by White-that if appropriate you might suggest 
to the proper Chinese authorities that if Dr. Chi, whose book on for- 
cien exchange White had the pleasure of reviewing, could come to 
the Monetary Conference as one of the technical assistants, that his 
excellent knowledge of the English language and his technical compe- 
-tence in foreign exchange problems would probably prove to be very 


helpful. 


(Book 742, pp. 332-334) June 12, 1944. 


To: Mr. Collado 
From: Mr. White 4 

Will you please send the following cable to the American Em- 
bassy, Chungking, China : 


“To Adler from the Secretary of the Treasury. 

“Reference cable No. 752, May 31, 1944 

“In substance, Dr. Kung proposed in the memorandum which ac- 
companied his letter to me dated April 19, 1944, the following: 

“4, That the Reverse Lend-Lease Agreement be signed and imple- 
mented, and that China pay for land needed for (a) the construction 
of airfields and (b) for food and lodging of the U.S. Army in China, 
such latter payments to be credited under reverse lend-lease. 

«2. That U.S. Army expenditures not covered under the Reverse 
Lend-Lease Agreement be met in either of two ways: 

“*(a) China to contribute 20 yuan as reverse lend-lease plus 
20 yuan exchanged at the official rate. In addition, “China is 
further prepared to raise such reverse lend-lease contribution ‘to 
40 yuan for each U.S. dollar placed to her credit.” 

“*(b) China to allow the U.S. authorities to sell gold, cur- 
rency, U.S. government bonds and commodities in the open mar- 
ket for the purpose of securing Chinese currency needed to meet 
U.S. Army expenditures.’ 

“We had proposed to tell Dr. Kung in answer to his letter that 
when the’U.S. Army approved, we would place an additional $25 
million to the account of the Chinese Government. It was felt that 
this could be done, since the yuan advanced to the U.S. Army is al- 
ready in sufficient amount to warrant such action. 

“In response to his memorandum, we had also proposed to take up 
his offer to sell gold and currency in China, but on the joint account 
of China and the United States. As we have indicated in our pre- 
vious cables, it is agreeable to the Treasury that we participate jointly 
with the Chinese in the sale of gold and currency, although, for 
your information, we seriously doubt that a sales program of gol 
and currency could satisfactorily finance our military expenditures, 
nor are we certain of the exact nature of the impact of such A pro- 

gram upon the Chinese economy. yf 

“Thus, we were going to indicate to Dr. Kung that any decision 
as to the adequacy or desirability of a program of sales of gold. and 
U.S. currency could be made only after he had sufficient experience 
with such a program and that after we had tried the program for 
a while we would be in a better position to evaluate the ability of this 
financial technique to help meet both Chinese and American require- 


ments. 
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“In view of the fact that Chinese yuan were stillrbeing received 
and negotiations were still going forward with a view to obtaining 
a reasonable exchange rate, 1t was felt that no response to the reverse 
lend-lease proposal needed to be included in our reply. 

“Now, however, we have received word that Dr. Kung is coming 
to the United States to participate in the Monetary Conference an 
an answer to his letter can therefore be postponed. While he is here 
our mutual problems can be discussed in detail and we are cabling 
Dr. Kung substantially to this effect. You will, of course, be kept . 
fully informed and advised of our discussions here with Dr. Kung 
on the above matters. 

“We assume that this cable will be brought to the attention of 
Ambassador Gauss and you should transmit a copy of it to the appro- 
priate U.S. Army representatives in China and bette retiuning to 
Washington you will, of course, be fully acquainted with their views 
about these matters so that we can receive a full report from you. 

“In addition, we would also like to have immediately your views 


on the above program.” 


(Book 742, pp. 335-338) 
(Outgoing telegram) 


DEPARTMENT OF STATE 


DIVISION OF COMMUNICATIONS AND RECORDS 


Jung 12, 1944. 
6 p.m. 


Confidential.—For security reasons the text of this message must 
be closely guarded. 


LGH ; ; 
This telegram must be paraphrased before being communicated to 


anyone other than a Government agency. (Secrer O.) 
AMEnsrpassy, o 
Chungking. 
810 
To Adler from the Secretary of the Treasury. 
Reference cable no. 752, May 31, 1944. 


In substance, Dr. Kung proposed in the memorandum which accom- 
panied his letter to me dated April 19, 1944, the following: 

1. That the Reverse Lend-Lease Agreement be signed and imple- 
mented, and that China pay for land needed for a the construction 
of airfields and (b) for food and lodging of the U.S. Army in China, 
such latter payments to be credited under reverse lend-lease. 

_2. That the U.S. Army expenditures not. covered under the Reverse 
Lend-Lease Agreement be met in either of two ways: 
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(a) Chiná'to contribute 20 yuan as reverse lend-lease plus 20 
yuan exchanged at the official rate. In addition, “China is fur- 
ther prepared to raise such reverse lend-lease contribution to 40 
yuan for each U.S. dollar placed to her credit”. 

(b) China to allow the U.S. authorities to sell gold, currency, 
U.S. Government bonds and commodities in the open market for 
the purpose of securing Chinese currency needed to meet U.S. 
Army expenditures. 


We had proposed to tell Dr. Kung in answer to his letter that when 
the U.S. Army approved, we would place an additional $25 million 
to the account of the Chinese Government. It was felt that this could 
be done, since the yuan advanced to the U.S. Army is already in suffi- 
cient amount to warrant such action. 

In response to his memorandum, we had also proposed to take up 
his offer to sell gold and currency in China, but on the joint account 
of China and the United States. As we have indicated in our previ- 
ous cables, it is agreeable to the Treasury that we participate jointly 
with the Chinese in the sale of gold and currency, although, for your 
information, we seriously doubt that a sales program of gold and cur- 
rency could satisfactorily finance our military expenditures, nor are 
we certain of the exact nature of the impact of such a program upon 
the Chinese economy. 

Thus, we were going to indicate to Dr. Kung that any decision as 
to the adequacy or desirability of a program of sales of gold and U.S. 
currency could be made only after we had sufficient experience with 
such a program and that after we had tried the program for a while 
we would be in a better position to evaluate the ability of this financial 
technique to help meet both Chinese and American requirements. 

In view of the fact that Chinese yuan were still being received and 
negotiations were still going forward with a view to obtaining a 
reasonable exchange rate, it was felt that no response to the reverse 
lend-lease proposal needed to be included in our reply. 

Now, however, we have received word that Dr. Kung is coming to 
the United States to participate in the Monetary Conference and an 
answer to his letter can therefore be postponed. While he is here 
our mutual problems can be discussed in detail and we are cabling 
Dr. Kung substantially to this effect. You will, of course, be kept 
fully informed and advised of our discussions here with Dr. Kung on 
the above matters. 

We assume that this cable will be brought to the attention of Am- 
bassador Gauss and you should transmit a copy of it to the appro- 
priate U.S. Army representatives in China and before returning to 
Washington you will, of course, be fully acquainted with their views 
about these matters so that we can receive a full report from you. 

In addition, we would also like to have immediately your views on 


the above program. 
Hur (GL). 


FMA :GL:eec. 
6/12/44. 
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(Book 742, p. 340) 
JUNE 12, 1944. 
To: Mr. Collado 
From: Mr. White 

Will you please send the following cable to the American Embassy, 
Chungking, China: 

“For Adler from the Secretary of the Treasury. 

“The Treasury appreciated the information from you that Wei 
Ting-Sheng was to come to the Monetary Conference. 

“Have you heard if Dr. Chi is also to come to the Conference? 
White had the pleasure of reviewing Dr. Chi's book on foreign ex- 
change and informs me of Dr. Chi’s excellent knowledge of the Eng- 
lish language and of his technical competence in foreign exchange 
problems. I would therefore be very interested to know if Dr. Chi 
has been designated by China to attend the Monetary Conference as 
one of China’s technical assistants, since his presence would probably 
prove to be very helpful. Please reply as soon as possible.” 

AL/efs 6/12/44. 


(Book 747, p. 133) 
JUNE 27, 1914. 
9:35 a.m. 
(Telephoned From the Farm) 


I just talked to Admiral Leahy and I told him I understood the 
President was going to see H. H. Kung and that State and War and 
Treasury hoped that the President would not discuss exchange rates 
with Kung and that if he brought the question up would the Presi- 
dent tell Kung to take it up with the Treasury. Leahy said he would 
see the President in a few minutes and tell him that. 


(Book 747, p. 259) 


TREASURY DEPARTMENT I NTER-OrrICE COMMUNICATION 
JUNE 19, 1944. 
To: Secretary Morgenthau 
From: Mr. Glasser 
Subject: Summary of letter from Dr. Kung dated April 19, 1944 to 
President Roosevelt. 

The central theme of this letter fron Dr. Kung is one with which 
the Treasury is very well acquainted. Thus, Dr. Kung urges that to 
alter the official exchange rate of US$1 to CN$20 to serve as the basis 
for calculating the magnitude of U.S. military expenditures in China 
would have serious economic consequences for China. 

Among the familiar points made by Dr. Kung are the following: 

(a) China is no longer requesting a $1 billion loan; 

(b) China has had to EEE her war effort with less aid in the 
form of materials and supplies than any major member of the United 
Nations; 

(c) Expenditures on behalf of the American Army in China dan- 
gerously accelerate the course of Chinese inflation. 
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(Book 750, pp. 48-51) 


Most Confidential and Urgent. 
CHUNGKING, 
July 4. 1944, Vo. 1. 

Dear Mr. Waits: I hope that by the time this letter arrives the 
monetary conference will be well on its way to being a complete 
success. 

I have been having an interesting time here, consisting mainly of 
calling on people. I have already seen those Chinese and Americans 
whom Sol considered to be most. important, including K. P. Chen, O, 
K. Yui (Acting Minister of Finance), K. K. Kwok (General Man- 
ager of the Central Bank) and Ambassador Gauss. K. P. Chen, of 
course, asked about you and except for being extremely worried about 
the present military situation, seem in good spirits and good health. 
He was very cordial. The Ambassador was also very friendly and 
we had a rather long chat about the situation here—which he con- 
siders to be very grave—as well as about the recent financial negotia- 
tions. Because of Adler’s excellent work and reputation here, I have 
experienced no difficulty in calling on people, Americans as well as 
Chinese. 

By now, you have probably had the opportunity of discussing the 
situation here with Adler. I would like to add some information and 
analysis of those whom Adler has indicated to me are most reliable 
and acute. The Japanese continue to meet no opposition in their drive 
on Kweilin and other key centers and the evacuation of Kweilin has 
already begun. There is much talk of sabotage and not only is there 
no scorched earth policy, but military equipment (U.S. origin) is 
falling intact into Japanese hands. When the Japanese take Kweilin, 
they will be in a position to start a drive against Kunming, the most 
important strategic center in Free China, from many points. The 
Japanese will be encouraged to do this by the lack of opposition thus 
far. This is the judgment of the man whom Adler says is the best 
single person on such matters and many others share this belief. The 
capture of Kunming would make it practically impossible to supply 
China through Burma and could in effect, eliminate China as a mili- 
tary factor. Chungking would be completely isolated and could be 
taken at will, while the American built air bases still remaining could 
be captured or rendered ineffective. Moreover, this might all be 
accomplished in the near future before U.S. military aid could prevent 
it. When I asked whether it was possible for General Stilwell, who 1s 
doing an excellent job in Burma, to bring up his forces for the defense 
of Kweilin and Kunming, the answer I received was that it would be 
an impossible transportation job. y 

I found these opinions not only prevalent among those Americans 
whom Sol recommended most highly, but also reflected among the 
Chinese. Thus, K. P. Chen suid that he had been planning to go to 

Kunming in the immediate future but that in view of the military 
situation, he was staying in Chungking. 


E E gee 


MORGENTHAU DIARY 1145 


The Chinese realize that the victories in South East China will, 
at least, greatly aggravate the economic situation. Not only will 
the blockade be intensified but it is likely to be accompanied by an 
influx of refugees into this area, although the number of people 
evacuating the newly captured cities are reportedly much less than 
in previous years, reflecting the general critical situation here. As 
expected, the U.S. dollar is going up on the black markets as the 
people become aware of the military situation. (They are weeks be- 
hind actual developments and OWI here reports our bombing of 
places which the Chinese Government reports as still being held by 
the Chinese!) The present rate is about CN$200 per 1. Furthermore, 
there has been considerably increased activity in the gold market— 
I visited one of the shops the other day to see what it was like. 

Today, I experienced my first air-raid alarm. The Jap planes 
(fortunately) did not materialze. In view of the little air strength 
shown in the present campaigns, most of the people here think that - 
Chungking will not get the heavy bombardments it got in the past— 
but we will see. I spoke to some boys who were just aL from 
the S.E. front (G.I.’s in the air corps) and they said that the Japa- 
nese have tremendous air strength in Central nine which they are 
seemingly choosing to conserve. 

One of the effects of the present military situation is that practi- 
cally nothing is coming over the “hump” except combat material. 
Even mail has been given a low priority. I would, therefore, like 
to suggest that you acknowledge the receipt of these letters by cable 
as, otherwise, I would have no way of knowing, perhaps for months, 
whether you were receiving them—and, in these days even weeks are 
long periods of time. I would very much appreciate your doing this. 

I am attaching a letter for Sol giving him more of the details of 
the people I have seen and what they have said. Were it not for the 
very gloomy military outlook, I would be enjoying my visit to 
Chungking since it is interesting and exciting. The weather is hot 
as expected and prices are fantastically high and getting higher every 
day. Ihave a fairly comfortable place to stay, however, although it’s 
quite lonesome as I have the apartment to myself and I’m the only 
English-speaking person in th® house. 

I will, of course, keep you fully posted on developments here. 

With regards to all, 

Sincerely yours, 
Irvin S. FRIEDMAN. 


(Book 753, pp. 171, 172) 
JULY 13, 19H. 
To: Secretary Morgenthau 
From: D. W. Bell 


Subject: Financial Settlement with the Chinese on U.S. Army Ex- 
penditures. 
1. The problem to be settled. 


_ An attempt to reconcile Chinese figures with those of the United 
States Army indicates that the Chinese have advanced and spent. for 
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the United States Army about 20.7 billion yuan up to July 30, 1944. 
About one-fourth of these expenditures was claimed by the Chinese, 
but the U. S. Army has no confirmation of the actual amounts, 

These 20.7 billion yuan were used for the construction of airfields, 
roads, barracks, radio towers and maintenance; but of this sum the 
Chinese have agreed to bear all expenditures for food and lodging, 
which amount to about 2 billion yuan up to July 30, 1944. The U.S. 
Army wants the Chinese to assume the burden of expenditures to the 
extent of 5.1 billion yuan. These expenditures were incurred bv the 
Chinese in the construction of airfields before our army entered China 
and the Chinese have now turned the airfields over to us. Both of 
these items, totalling 7.1 billion yuan, will be credited to reverse 
lend-lease and at the official exchange rate will amount to about $350 
million. 

This leaves 13.6 billion yuan for which we are to settle with the 
Chinese. 


2. Status of Negotiations at the Present Time. 


The Chinese have offered to settle the past and future yuan obliga- 
tions of our Army on a basis of an exchange rate of 1 dollar to 60 yuan. 
However, they propose that for each 60 yuan for which we pay them 
in dollars they would credit 40 yuan to reverse lend-lease. To settle 
on this basis would mean a dollar settlement amounting to $227 mil- 
lion for our past obligations, and the equivalent, at the official rate 
of exchange, of about $454 million credited to reverse lend-lease. 

This proposal is unacceptable because it involves an unreasonably 
large amount of dollars to be paid to the Chinese, and in addition 
would permit the Chinese to claim a total reverse lend-lease contribu- 
tion of more than $800 million. Up to this date we have given the 
Chinese about $450 million in lend-lease aid. 


3. The objectives of a setilement with the Chinese are: 

(a) It is desirable to fulfill the commitment that the President 
made in his message to Generalissimo Chiang Kai-shek in January, 
1944, that “furthermore, since you say that your Government is not 
in a position to continue any direct maintenance of American troops 
in China, this Government, in order to cover all of its military ex- 
penditures in China, including such maintenance as well as construc- 
tion, is prepared to place to your account the United States dollar 
equivalent of any Chinese funds made available under general ar- 
rangements that will be suggested by General Stilwell and the Am- 
bassador.” 

(b) The Chinese should not be in a position to claim that they have 
made a large uncompensated financial contribution to our war effort. 
Thus, it would be undesirable for the Chinese to build up a huge yuan 
figure as their contribution to us under reverse lend-lease. 

(c) The sum of dollars that we agree to give China in settlement 
of Army obligations in full should be reasonable. 
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(Book 754, pp. 3143) 


Brerron Woops, N.H., 
y July 14, 1944, 4:10 p.m.. 


Army ExPENDITURES IN CHINA 
Present : 


Mr. Adler 
Mr. White 
Mrs. Morgenthau 
Mrs. Klotz 


H. M. Jr: Do you want to read it out loud ? 

Mr. Adler: Yes, I think so. 

H. M. Jr: Can you put your mind on this for five minutes? 

Mr. White: All I have to do is take my mind off the other. 

H. M. Jr: You have three or four Commissions waiting? 

R White: No, China is on the docket. The cards are on the 
table. : 

Mr. Adler: (Reading from Memorandum entitled “Negotiations 
for the Settlement of U.S. Army Expenditures in China,” dated July 
14, 1944) “1. The Chinese Government advanced 18.6 billion yuan 
for and on our behalf of the American Army in China from Septem- 
ber 1942 to June 30, 1944. Of this sum, 4.4 billion yuan were spent by 
the Chinese before our Army entered China on airfields they sub- 
sequently turned over to us. According to Army and State the only 
claim the Chinese have against us for this sum is that it should be 
credited to reverse lend-lease. But Dr. Kung in his letter of April 
19 to you makes no differentiation between these and the remaining 
Chinese expenditures. Presumably, this is one of the points which 
will have to be settled in the negotiations. In addition, the Chinese 
have agreed to bear all expenditures for Army food and lodging 
which total 1.9 billion yuan against which we have already paid 
U.S. $25 million.” 

H. M. Jr: May I interrupt you? I don’t know whether you can 
do it this way. You see, alb the way through this paragraph one 
you are talking in yuan. Couldn't you talk U.S. dollars, or put 
it in brackets after each amount ? 

Mr. White: That is the problem. We don’t know what exchange 
rate to use. They want to use a five-cent rate. If we take a cent rate 
we can do that. 

H.M. Jr: Now wait a minute, Harry. We paid twenty-five million 
dollars. You have to figure that in yuan. Then is that the point 
you haven’t settled ? 

Mr. Adler: Yes, we deliberately made no commitment about how 
much yuan that was to cover when we paid that twenty-five million 
dollars. 

Mr. White: That is the major issue, Mr. Secretary. I thought we 
had paid more than t wenty-five—that we had paid fifty. 

Mr, Adler: We got our data from the Treasury. 

Mr. White: I thought the Army was going to give them, as a result 
of these discussions, another fifty. = 
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H. M. Jr: That is the trouble, is it? 

Mr. White: The trouble is we don’t know how much to call a yuan, 
or what it is worth. They want to call it five and we say it is worth 
less than a cent. 

H. M. Jr: We have advanced twenty-five million dollars; they, in 
return, have advanced so many yuan. The question is how much 
are they worth. 

Mr. Adler: (Reading) “2.'Any sum in U.S. dollars we are likely 
to pay the Chinese will involve overpayment in terms of goods re- 
ceived and services rendered. The decision as to how much we should 
pay depends primarily on political considerations, on how tough we 
want to be with them. From a military point of view the whole im- 
portance of the China Theater has diminished as a result of the tre- 
mendous advances of our Navy in the Central Pacific which has al- 
ready acquired bases for contemplated B-29 operations nearer to 
Tokyo than Chengtu. 

“3. The big stumbling block in the negotiations is the myth of the 
official exchange rate of 20 yuan to 1 U.S. dollar which China has only 
been able to preserve because of her economic isolation. The Gen- 
eralissimo and Dr. Kung have made the maintenance of the official 
rate of exchange a matter of face and of Chinese sovereignty. For 
this reason, the most satisfactory approach to the settlement of our 
past obligations is the one suggested by you, namely, making a lump 
sum settlement without any reference to exchange rates. In view of 
the President's commitment in his January message to the Generalis- 
simo that “our Army expenditures during the next few months can 
be expected to be somewhere in the neighborhood of 25 million U.S. 
dollars each month’, it is suggested that a lump sum of U.S. $100 
million, would be adequate. As we have already paid U.S. $25 mil- 
lion, it might be a good idea to include our obligations for July which 
will amount to approximately 1.9 billion yuan (not including the cost 
of maintaining our troops) in the liquidation of past expenditures. 
In other words, we would be paying a total of U.S. $125 million for 
14.2 billion yuan, which works out at a rate of slightly less than 120 
to 1. 

H. M. Jr: What I don’t understand is this. I was talking with 
you about from the first of January to the first of July, which is six 
months. Now, you said the inference was that the President said 
twenty-five a month; well, twenty-five times six is one hundred and 
fifty. 

Mr, Adler: Well, we have paid for January—for our regular ex- 
penditures. We paid over twenty-six million dollars in January. 

H. M. Jr: But you say you want to include July, so that still makes 
six months. 

Mr. Adler: Yes. 

H.M. Jr: And you are suggesting a total of ? 

Mr. Adler: One hundred and twenty-five million. 

H.M. Jr: So you are cutting them down twenty-five. 

Mr. Adler: I have a range of bargaining in the next paragraph. 

H. M. Jr: One hundred and twenty-five would be all right if it was 


up to the first of July. 
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Mr. Adler: Well, it depends on how generous we want to be with 
them. We could give them a hundred and fifty. 

H. M. Jr: But supposing he comes back and says, “The President 
said we could count on twenty-five million a month while these ex- 
penditures were on”? 

Mr. Adler: Actually, the President’s language is: “* * * some- 
where in the neighborhood of twenty-five million a month.” 

H. M. Jr: You mustn’t mind if I keep smiling when you refer to 
the President's language. I wrote that cable and then when it comes 
over with Roosevelt's signature you are all impressed. 

Mr. Adler: It says, “* * * somewhere in the neighborhood of 
twenty-five million.” 

H. M. Jr: He always has an out, anyway. You feel you want to 
include July? 

Mr. Adler: That will be easier. We are being pretty lenient with 
them, anyhow, and we might as well liquidate July while we are at it. 

H. M. Jr: Now, I am trying to concentrate, but I have the greatest 
trouble. 

Mr. Adler: (Continuing.) “Range of Bargaining: a. If we wish 
to be generous and if Dr. Kung finds himself pressed by the Gen- 
eralissimo, we might offer an additional U.S. $50 million to cover 
the 4.4 billion yuan which Army and State say should be credited to 
reverse lend-lease and the 2.1 billion yuan advanced by the Chinese 
for maintenance of our troops. With respect to the latter, the Army 
has never been anxious to allow the Chinese to pay and has yielded 
only because firstly the Chinese have been insistent, and secondly, 
the question of inspecting books, ete. has raised some unpleasantness.” 

H. M. Jr: What do you mean the Army has never been anxious 
to allow the Chinese to pay for what? 

Mr. Adler: Food and lodging. 

Mr. White: The charges are preposterous. 

Mr. Adler: “b. Another bargaining counter is how much should be 
credited to Chinese account on reverse lend-lease. The Chinese would 
like to see everything we have received over and above the official 
rate to be credited to reverse lead-lease at the official rate of 20 yuan 
to 1 U.S. dollar, as this procedure would be a very powerful political 
weapon to them in the future should they decide to make further 
requests for nid.” 

H. M. Jv: Eight hundred million in lend-lease aid. 

Mr. White: We would give them twice as much if they would 
pay for it at five cents. 

H. M. Jr: Wait a minute. You have compacted a lot of stuff 
in here which you are so familiar with. Let me ask you this. 1 
have to go back and ask two questions: One, have the Chinese, so 
far, paid for anything towards our troops? 

Mr. Adler: Only the food and maintenance, and the cost of the 
land. 

H. M. Jr: They have? 

Mr. Adler: Yes. 

H. M. Jr: And you don't know what that is? 
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Mr. Adler: I don't know what the cost of land is. I know what 
the food and maintenance of troops amounted to—two point one 
billion yuan. 

H. M. Jr: Do you mention that figure? 

Mr. Adler: Yes, up above. 

H. M. Jr: That is reverse lend-lease. ‘ 

Mr. Adler: They want to have that credited to Reverse Lend- 
Lease, but they have advanced it to us. 

H. M. Jr: You say, “* * * to cover the 4.4 billion yuan which 
Army and State say should be credited to reverse lend-lease and 
the 2.1 billion yuan advanced by the Chinese for maintenance of 
our troops.” Now, do you add those two figures together? Does 
that make six point five? 

Mr. White: Yes. That four point four billion is their expenditures. 

H. M. Jr: So the total that they can claim that they have spent 
on our behalf is six point five? 

Mr. Adler: Yes. 

Mr. White: Wasn't there something additional? 

Mr. Adler: They have advanced the fourteen point two. We 
ed made any arrangement as to how we are going to pay them 

or it. 

H. M. Jr: Where is that figure? Oh, I see it—Page 2 the end of 
the first paragraph. That is the airport. Now, that is fourteen point 
two; then on top of that you get the six, five. 

Mr. Adler: That is right. 

H. M. Jr: That should be added to the fourteen, two. I tell you 
what I would like you to do when you rewrite this for me. At the 
end or the beginning—I think at the beginning—if you just give a 
little balance sheet, starting out with the claims of the Chinese, just 
at the beginning. Could you do that? All the claims that the Chinese 
have for us—you could just add them up together with one sentence 
saying what they are. You don’t have to retype it, just add a loose 
sheet and put it on the front. 

Mr.. White: A summary balance sheet—that would be very help- 
ful. It would be very easy to do it from the data he has here. 

The U.S. Army bought the yuan it needed for soldiers’ pay. That 
is clear, isn’t it ? 

H. M. Jr: Where does that appear? 

Mr. White: That doesn’t appear. 

Mr Adler: They sold it in the black market. 

H.M.Jr: Itisn’t clear to me. 

Mr. White: The U.S. soldiers’ pay 

H. M. Jr: Am I taking too much of your time? 

Mr. White: That isall right. I put the meeting off. 

The U.S. soldier was not paid in yuan, but he bought that yuan 
himself with U.S. dollars and he got very fancy rates. 

H. M. Jr: But in credit and charges, that doesn’t appear? 

Mr. White: No, we bought the yuan with cash. : 

H. M. Jr: And they have it themselves. Well, of course, that 15 
what the President is suggesting the U.S. Army do in Germany. 
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Mr. White: Yes, they could do it in Germany. 

H. M. Jr: That is the President's suggestion, you know. 

Mr. White: That is true. It has some disadvantages. 

_H. M. Jr: I am just mentioning it. Rather than settle for the 
high marks, I would rather go along with the President. 

Mr. White: Yes, rather than the high mark. 

H. M. Jr: I mean, if they are going to insist on a twenty-cent mark, 
or something like that. 

Now, where were we, Sol? 

Mr. Adler: The last paragraph on Page 2. 

Mrs. Klotz: You went down to the last sentence. 

Mr. Adler: “Their total reverse lend-lease contribution would 
amount to more than U.S. $800 million, while up-to-date we have 
given the Chinese about U.S. $450 million in lend-lease aid.” 

Mr. White: I think you should pause. The Chinese would like us 
to say they gave us eight hundred, we gave them four hundred and 
fifty, so the remainder should cancel the five hundred million dollar 
debt. We cabled back and told them we don't recognize having re- 
ceived any payment. They are trying to build up a case for large 
payments to us. 

Mr. Adler: “It is suggested perhaps the best solution of this prob- 
lem would be a reverse lend-lease agreement in which the Chinese 
would be credited not with any sum in U.S. dollars or yuan, but with 
the physical goods and services they have rendered us.” 

Mr. White: We credit them with two airfields. 

H. M. Jr: And again get away from the exchange rate. 

Credited—and so what? 

Mr. White: So they can have them back after the war. (Laughter.) 

Mr. Adler: “4. The Army is also anxious that we make provision 
for settlement of our future obligations in China. In view of the 
fact that prices are rising at a rate of between 15 and 20 percent per 
month, it has been suggested that we make settlements at three- 
monthly intervals. It would be most convenient if we could make the 
settlement at the end rather than at the beginning of the three months 
though the Army would prefer the latter. Again the sum of $25 
million a month mentioned bf the President should be kept in mind 
as an outside limit. Our Army expenditures will probably run at be- 
tween 2 and 3 billion yuan a month for the next three months. The 
loss of our advanced Eastern air bases will tend to reduce those ex- 
penditures, while rising prices will tend to increase them. The above 
proposals for the settlement of our past obligations and for provision 
for future expenditures err, if anything, on the side of generosity.” 
nee Bi Jr: Wait just a moment, please. You want to say some- 

ing? 

Mr. White: I might say that Adler predicted five months ago that 
we would lose those advanced air bases, in his letter. 

Mr. Adler: Most of our people 

H. M. Jr: No wonder his name is Solomon. 
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Mr. White: That isn't the only reason! (Laughter) 

H. M. Jr: The Monetary Conference is going well. | , 

Mr. Adler: “5. The real trouble in these negotiations is that while 
Kung might be amenable—though unfortunately he seems to have 
convinced himself of the validity of the fallacious arguments which 
he has used to justify an untenable position i 

H. M. Jr: This sounds like Murphy in George Haas’ shop. 

Mr. Adler: “ he dare not make any final decision without refer- 
ence to the Generalissimo. The Generalissimo is a very obstinate man 
and is still sore at the Treasury for turning down his request for a $1 
billion loan.” : 

I happened to have heard through a source I have that he is pretty 
mad at that. He is used to getting his way and he doesn't like it when 
he doesn't. s : 

Mr. White: When he asks for a billion and doesn't get it, he is 
angry, isn’t he? 

H. M. Jr: When did he ask for the billion ? 

Mr. Adler: He raised the question at the Cairo Conference. and 
the President in his reply sent a memo from you, and I was told the 
Generalissimo was pretty nasty when that was turned down. 

M. Jr: You see what happened was, much to the chagrin of the 
State Department, I wrote this memorandum to the President as to 
how he should consider the thing. He took the memorandum and all 
he did was delete “My dear Mr. President,” then he added, “I hope 
that you and Madame Chiang are feeling well.” The rest was un- 
adulterated Morgenthau—which wasn’t too good. But that was a very 
stiff memorandum. 

He didn’t like it 2 

Mr. Adler: They said he didn’t. 

H. M. Jr: Is that the one that Madame Chiang held up in delivery? 

Mr. Adler: No. 

“The only pressure he is likely to yield to is from the White House 
which might be reluctant to exert it. The whole history of the nego- 
tiations which have gone on for 8 months now has been a hot potato 
passed on from one department to another and finally bouncing back 
to the Treasury. As China's terms of 60 yuan to U.S. $1 or sale of 
gold and U.S. currency to raise our yuan requirements are obviously 
unreasonable, a strong stand will have to be taken sooner or later. 

Dr. Kung will have to refer our proposals back to the Generalissimo, 
it is unlikely that the matter can be settled before the end of the Con- 
ference.” 

H. M. Jr: That is very good. Now, the only thing I need is a little 
pee sheet. Rather than retype the whole thing, just put it on the 

ront. 

Now, Harry asked for Mr. Vincent, who has just been in China. 
He is Chief of the Chinese Division at the State Department. He has 
been there with Wallace. He is just back and he will be here to- 
MOITOW. 
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Mr. White: You knew Vincent while he was out there? 

Mr. Adler: He is a very good friend of mine. He is a first-class 
man. 

Mr. White: That twenty-five million was paid a long time ago and 
P had decided over a month and a half ago to pay an additional 

ty. 

Mr. Adler: But I remember you decided you ‘wouldn't do it with- 
out prior agreement with the Army and they wanted to make a lump 
sum settlement—a final settlement. I am pretty sure that is the case. 

H. M. Jr: This is good enough, and I feel I know enough that to- 
morrow afternoon I can sit down with the Generals—did you make a 
note to keep the afternoon free? 

Mrs. Klotz: Yes. 

H. M. Jr: I will keep tomorrow afternoon for the Generals, your- 
self, and Vincent. If by any chance you are free, Harry, you join 
us. That is purely up to you. 1 will let you know when the Generals 
come. 

Now, just so we all understand each other—I asked Danny Bell 
to have Ted Acheson come up here and Danny Bell reported that to 
either General Clay or General Carter and they didnt want him to 
come up. 

Mr. Adler: You mentioned it yesterday. 

H. M. Jr: I wanted Harry to know. 

Mr. White: That surprises me. 

H. M. Jr: Bell gave me the idea that the Army just shrugged their 
shoulders. When I said something to Dr. Kung about having Mr. 
Acheson here, he was very emphatic—he didn’t want him. 

Mr. White: That makes him popular only with his brother. 

Mrs. Klotz: That is why they tolerate him, they say. 

Mr. White: The British like him? 

H. M. Jr: This Acheson sent me word and I sent word back I wasn’t 
going to take him because I had suggested to General Clay that he 
send Ted Acheson and I got no reply. So I just thought I would let 
Dean Acheson know that I had asked. 

Did you know what I am telling you? 

Mr. White: No, I didn’t kfow. It interests me because I didn't 
think the Army had that much sense. 

Well, I think this is enough so that when we go in with these 
Generals I think a couple of hours will be long enough. We will go 
into a session with them tomorrow afternoon. 


(Book 754, pp. 44-46) 


JuLy 14, 1944. 
To: Secretary Morgenthau 
From: S. Adler 
Dd ions for the Settlement of U.S. Army Expenditures 
in China, 


I. SUMMARY AND CONCLUSIONS 


1. The Chinese Government advanced 18.6 billion yuan for and on 
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our behalf of the American Army in China from September 1942 to 
June 30, 1944. Of this sum, 4.4 billion yuan were spent by the Chinese 
before our Army entered China on airfields they subsequently turned 
over to us. According to Army and State the only claim the Chinese 
have against us for this sum is that it should be credited to reverse 
lend-lease. But Dr. Kung in his letter of April 19 to you makes no 
differentiation between these and the remaining Chinese expenditures. 
Presumably, this is one of the points which will have to be settled in 
the negotiations. In addition, the Chinese have agreed to bear all 
expenditures for Army food and lodging which total 1.9 billion yuan. 
This leaves our obligations to the Chinese at 12.3 billion yuan against 
which we have already paid U.S.$25 million. 

2. Any sum in U.S. dollars we are likely to pay the Chinese will 
involve overpayment in terms of goods received and services rendered. 
The decision as to how much we should pay depends primarily on 
political considerations, on how tough we want to be with them. From 
a military point of view the whole importance of the China Theater 
has diminished as a result of the tremendous advances of our Navy 
in the Central Pacific which has already acquired bases for contem- 
plated B-29 operations nearer to Tokyo than Chengtu. 

3. The big stumbling block in the negotiations is the myth of the 
official exchange rate of 20 yuan to 1 U.S. dollar which China has only 
been able to preserve becanse of her economic isolation. The General- 
issimo and Dr. Kung have made the maintenance of the official rate 
of exchange a matter of face and of Chinese sovereignty. For this 
reason, the most satisfactory approach to the settlement of our past 
obigations is the one suggested by you, namely, making a lump sum 
settlement without any reference to exchange rates. In view of the 
President's commitment in his January message to the Generalissimo 
that “our Army expenditures during the next few months can be 
expected to be somewhere in the neighborhood of 25 million U.S. dol- 
lars each month”, it is suggested that a lump sum of U.S.$100 million 
would be adequate. As we have already paid U.S $25 million, ¿e 
might be a good idea to include our obligations for July which will 
amount to approximately 1.9 billion yuan (not including the cost of 
maintaining our troops) in the liquidation of past expenditures. In 
other words, we would be paying a total of U.S. $125 million for 14.2 
billion yuan which works out at a rate of slightly less than 120 to 1. 
Runge of Bargaining 


a. If we wish to be generous and if Dr. Kung finds himself pressed 
by the Generalissimo, we might offer an additional U.S.$50 million 
to cover the 4.4 billion yuan which Army and State say should be 
credited to reverse lend-lease and the 2.1 billion yuan advanced by 


MORGENTHAU DIARY 1155 


the Chinese for maintenance of our troops. With respect to the lat- 
ter, the Army has never been anxious to allow the Chinese to pay and 
has yielded only because firstly the Chinese have been insistent, and 
secondly, the question of inspecting books, etc. has raised some un- 
pleasantness. 

b. Another bargaining counter is how much should be credited to 
Chinese account on reverse lend-lease. The Chinese would like to see 
everything we have received over and above the official rate to be 
credited to reverse lend-lease at the official rate of 20 yuan to 1 U.S. 
dollar, as this procedure would be a very powerful political weapon 
to them in the future should they decide to make further requests for 
aid. Their total reverse lend-lease contribution would amount to 
more than U.S.$800 million, while up-to-date we have given the 
Chinese about U.S.$450 million in lend-lease aid. It is suggested 
perhaps the best solution of this problem would be a reverse lend- 
lease agreement in which the Chinese would be credited not with any 
sum in U.S. dollars or yuan, but with the physical goods and services 
they have rendered us. 

4. The Army is also anxious that we muke provision for settlement 
of our future obligations in China. In view of the fact that prices 
are rising at a rate of between 15 and 20 percent per month, 1t has 
been suggested that we make settlements at three-monthly intervals. 
It would be most convenient if we could make the settlement at the 
end rather than at the beginning of the three months though the Army 
would prefer the latter. Again the sum of $25 million a month men- 
tioned by the President should be kept in mind as an outside limit. 
Our Army expenditures will probably run at between 2 and 3 bil- 
lion yuan a month for the next three months. The loss of our ad- 
vanced Eastern air bases will tend to reduce those expenditures, while 
rising prices will tend to increase them. The above proposals for the 
settlement of our past obligations and for provision for future ex- 
penditures err, if anything, on the side of generosity. 

5. The real trouble in these negotiations is that while Kung might 
be amenable—though unfortunately he seems to have convinced him- 
self of the validity of the fallacious arguments which he has used to 
justify an untenable position* he dare not make any final decision 
without reference to the Generalissimo. The Generalissimo is a very 
obstinate man and is still soré at the Treasury for turning down his 
request for a $1 billion loan. The only pressure he is likely to yield 
to is from the White House which might be reluctant to exert it. The 
whole history of the negotiations which haye gone on for 8 months 
now has been of a hot potato passed on from one department to an- 
other and finally bouncing back to the Treasury. As China’s terms 
of 60 yuan to U.S.$1 orsale of gold and U.S. currency to raise our yuan 
requirements are obviously unreasonable, a strong stand will have 
to be taken sooner or later. As Dr. Kung will have to refer our pro- 


posals back to the Generalissimo, it is unlikely that the matter can be 
settled before the end of the Conference, > 
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Strictly Confidential. 
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(Book 754, 


pp. 47-56) 


Subject: Arguments used by Dr. Kung in the financial negotiations, 


DR. KUNG’S ARGUMENTS 


(1) The official rate of exchange 
is sacrosanct. 

(a) Any decrease in the official 
yuan-dollar rate will cause prices 
to rise immediately and in the 
‘same proportion. 


(b) The official rate of exchange 
was fixed by the Stabilization 
Board of China to which the 
United States appointed an Amer- 
ican member. 


(2) China must have adequate 
reserves behind its currency to 
maintain confidence, and China 
cannot go on printing currency 
for U.S. Army expenditures with- 
out correspondingly building up 
its foreign exchange reserves. 


ANSWERS 


(a) It is best to avoid the whole 
question of the official rate. In 
passing, Dr. Kung's argument is 
unsound in view of China's eco- 
nomic isolation. Dr. Kung has 
himself abandoned the principle 
of the sacrosanctness of the official 
rate by offering us 60 to 1. Once 
this principle 1s abandoned, it is 
only a question of bargaining 
whether he gives us 60, 100, 120 
or 150 to 1. 

(b) The fixing of the rate by 
the Board became a legal fiction 
after 1941. The Board merely 
acted on Dr. Kung's instructions 
with respect to the rate. The 
Treasury in its desire to dissociate 
itself from responsibility for the 
official rate instructed the Ameri- 
can member to resign on August 
1913 and ordered him to withdraw 
his resignation only after Dr, 
Kung's urgent request that he re- 
main on the Board. The Treasury 
ther wished him to resign before 
the end of 1943 but kept him on to 
assist in the winding up of the 
Board'saffairs. The Board grant- 
ed no foreign exchange after No- 
vember 30, 1943. 

(a) China’s reserves against 
note issue are already below the 
legal requirements. , 

(b) Expansion of note 1ssue 
since the beginning of 1944 will 
amount to about yuan 50 billion by 
the end of July. U.S. Army ex- 
penditures will have accounted 
for less than one-third of this 1m- 
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(3) The value of the U.S. dol- 
lar is the amount that can be ob- 
tained for it by free sale in the 
qpen market. 


48-378 O—85—yo0l. 2—— 20 
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crease. As the Chinese Govern- 
ment is making no provision to 
increase reserves against % of this 
expansion, there is no reason why 
it should ask us to provide for re- 
serves against the 1% expansion 
for which our expenditures are re- 
sponsible. 

(c) It is not the function of the 
American Army to supply the re- 
serves for China’s currency sys- 
tem by buying yuan for its re- 
quirements in China at the un- 
realistic official rate. 

(d) China’s foreign exchange 
position is stronger than it has 
ever been. She has over $450 mil- 
lion in government dollar balances 
and earmarked gold, about half of 
the $1% billion loan has not yet 
been used, and Chinese private 
holdings in the United States 
total a couple of hundred million 
dollars, 

(e) There is little internal con- 
fidence in China’s currency. This 
lack of confidence is due to the in- 
ternal economic situation and has 
nothing to do with China's foreign 
exchange position. 

(a) Owing to China's isolation 
there is no way of accurately de- 
termining the value of the yuan 
in terms of the U.S. dollar. 

(b) The present open market 
value of the yuan is less than an 
eighth of its official value; it has 
been as low as 14s. 

(c) In terms of purchasing 
power parity the value of the yuan 
in April was a fraction of a cent. 
It has diminished in value since. 

(d) In terms of the cross-rate 
between the price of gold in 
Chungking and the price of gold 
in New York, the yuan is worth a 
fifth of a cent. 

(e) The open market price of 
U.S. dollars can easily be manipu- 
lated by a deliberate sales pro- 
gram. 
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_ (4) The internal purchasing 
power of the yuan in China and of 
the dollar in the United States has 
nothing to do with the rate at 
which they should be exchanged. 

(5) The external value of the 
yuan will appreciate at the end 
of the war. 


(6) The International Stabi- 
lization Fund is designed to stabi- 
lize exchange rates and facilitate 
the maintenance of sound money. 
Therefore China should preserve 
her present exchange rate and 
strengthen her reserves. 


(7) U.S. Army expenditures 
have been a major if not decisive 
factor in driving up prices in 
China. Therefore it is only fair 
that we pay China proportion- 
ately. 
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Since China intends to use her 
dollars for post-war purchases 
from the United States, the inter- 
nal purchasing power of the dollar 
is obviously relevant. 

(a) Even if that turned out to 
be the case, it is no justification 
for the Army’s overpaying at pres- 
ent. 

(b) It is a most improbable 
contingency, as the Chinese de: 
mand for American dollars with 
which to pay for imports will rise 
with the resumption of trade. 

(a) The Fund provides for a 
transition period for the readjust- 
ment of exchange rates in coun- 
tries whose rate is obviously out 
of line. 

(b) The Fund would be under- 
taking an impossible task if it un- 
derwrote all existing exchange 
rates, however unrealistic. 

(a) Other countries in which 
we have made much heavier ex- 
penditures have either paid for 
our requirements under reverse 
lend-lease or have not asked us to 
make settlements at unrealistic 
rates. 

(b) Prices in China had risen 
about 200 times before the U.S. 
Army started making its heaviest 
expenditures. 

(c) As already indicated above, 
Jess than a third of the expansion 
of note issue in 1944 can be attrib- 
uted to U.S.A.A.F. expenditures. 

(d) The rise in prices in areas 
where there have been no U.S. 
Army expenditures has not been 
strikingly smaller than in areas of 
U.S. Army activity. A 

(e) While U.S. Army expendi- 
tures in the areas of U.S. Army 
activity Aave contributed to the 
rise in prices in those areas, such 
expenditures have been neither 
the major nor the decisive factor. 
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(8) The Chinese Government is 
willing to allow the U.S. Army to 
sell góld and U.S. currency to 
cover its yuan requirements. 


(9) The Chinese Government is 
willing to negotiate a reverse lend- 
lease agreement with the United 
States. 


o 
(10) If China were to publish 
the facts, they would be most em- 
barrasing to the Administration. 
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(a) This would not help us to 
liquidate our past obligations. 

(b) The market for gold and 
U.S. currency is too thin to yield 
enough yuan to cover our current 
requirements. Chinese Govern- 
ment sales of gold have yielded 
only 1 billion yuan over the Jast 
nine months. The offer is thus in 
the nature of an Indian gift. 

(c) A concerted and large-scale 
sale of U.S. currency would still 
further imperil the yuan. 

(d) Nevertheless, the sale of 
gold and U.S. currency might be 
used as an auxiliary means for 
securing yuan. Such a program 
would have to be carried out in 
cooperation with the Chinese 
Government. It should be exe- 
cuted with a considerable degree 
of caution and not too much 
should be expected from it. 

This subject was broached with 
the Chinese Government as long 
ago as the second half of 1942, 
when the Chinese Government 
showed no interest in it. The 
Chinese Government only raised 
the question again at the begin- 
ning of 1944, when the State De- 
partment rightly indicated that 
there was no point in signing 2 
master reverse lend-lease agree- 
ment without. provisions for its 
concrete implementation. 

(a) The U.S. Army spent 
US$137 millions in China from 
October 1941 to January 1944 
against which it was given yuan 
at the official rate. Over 80% of 
these expenditures were made 
from August 1943 to January 
1944. It paid fantastic prices for 
goods, many of which had been 
originally imported from the 
United States. Three examples 
will suffice: US$1,000 for a rubber 
tire, US$1,000 for a bicycle, 
US$75 for a spark plug. It would 
be impossible to justify such 
prices before a Congressional in- 
vestigation, which would be most 
damaging to China's prestige and 
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American 
China. 

(b) After May 1948, foreign 
diplomats, missionaries, cultural 
and philanthrophic organizations 
received 30 yuan per US$1, the 
Army kept on getting 20. In 
January 1944 this rate was raised 
to 40. 

(c) From the end of November 
1943, civilian Government agen- 
cies financed their expenditures 
by sales of U.S. currency on the 
open market. The Army kept on 
getting 20 to 1. 

(d) The FEA has‘arranged to 
purchase tin from China at the 
New York market price by pay- 
ing in gold. The Chinese Gov- 
ernment cannot ask for harsher 
terms from the Army than it does 
from FEA. 

(e) Nothing could injure China 
more than our paying her even 
60 to 1 for our recent and current 
Army expenditures. A Congres- 
sional investigation would blow 
the lid off. Army officers return- 
ing to the United States are al- 
ready talking freely, as they re- 
sent our playing the role of 


goodwill towards 


` “Uncle Sugar” so lavishly. (They 


(11) China by refusing to 
make peace with Japan prevented 
Japan from attacking Russia and 
thus saved Russia from collapse. 
If Russia had collapsed, Germany 
would have defeated England 
and the United States would 
have been completely isolated. 


put it more vulgarly.) China 
would be sacrificing American 
friendship and goodwill which is 
indispensable to her in the long 
run, for a short-run gain which 
is picayune by comparison. 

(a) So what. 

(b) Whatever the reasons why 
Japan did not invade Siberia in 
1941 or 1942, it is doubtful how 
important was the part played by 
China in her calculations. She 
has never had more than 400,000 
troops in China since the begin- 
ning of the Pacific War. Most of 
these troops have been either sec. 
ond-class, or raw recruits receiy. 
ing their first training 0 first. 
line troops getting a rest. i 

(e) This argument PYOY€S tog 
much. It would just! y hk iy 
ing China anything she asked fop 
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(12) China has received much (a) Again this could be used to 
less in lend-lease than any other justify giving China anything she 
major ally. asked for. 

(b) Though it is impolitic to 
point out, China has also done less 
fighting than any other major ally. 

(c) The limitation on our lend- 
lease supplies has not been our 
readiness to deliver more or the 
unavallabilities of supplies, but 
the transportation problem. 

Strictly confidential 


Marcu 28, 1944. 
U.S. Army disbursements in China, Oct. 1, 1941-Jan. 31, 1944 


Personnel 
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i I RE T AECE. ee ee 160, 996. 85 1, 132, 089. Y5 1, 293, 077. 80 
IL AA E RA e Se ee ee 237,629.70 | 2, 618, 689. 23 2, BAG, 309. Y3 
ADTITE.. ALE fot EL 265, 811.93 | 2,894,415. 54 3, 169, 227. 47 
Nin eee ee 293, 462. 50 4, 932, 274. 96 5, 225, 737. 16 
Tun ee ee ee 385, 296. G1 4. 512, 833. 83 4, 928, 130. 41 
ENO AET 267, 480. 72 6.513, 689.30 | — 6,781,161.02 
AUBrist o. í 400, 704.03 | 15,939, 992. 48 16, 340, 696. 51 
September. ... 425, 937.95 | 13,227,231.34 13, 653, 169. 29 
Octoher....-. 540,709.46 | 15,119, 652.61 15, G6), 382. 07 
November 


December . 


739. 873. 50 i- 20, 338, 136. 28 21, 078, 009. 78 
1914—Januury 


807, 865. 39 22, 272, 939. Y9 23, 080, 796. 33 
A a = ee Ne o T aA 958, 335. 14 | 26,430, 544. 03 27, 38N, 879. 17 
è ae 


Total 


pecore oo eos becem pcoomboaseactosasccsesns 5 a 441, 862.69 | 137, 189,807.17 | 143, 631, 669. 77 


Y uan expenditures for the USAAF in China 


Billion 
(1) September 1942-June 1944: ad 
(a) For airfields built earlier and turned over to USAAF__----- 4.4 
(oj) Wwe ool an lode ee nono 1.9 
(e) For airfields, roads ete a ooo 12.3 
Total N AAA AT O A ee PT E 18.0 

(2) July 1914—estimated : 
OTE U A ete o RR IE ee 1.9 
(OREO food andi lodgings eee soot: A O E 2 
LONE AAA IA TA MAA 21 
(3) Grand total 90.7 
AIR ATA ee ee me Ce 
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Bretron Woops, N.H. 
July 16, 1944. 
10: 00 a.m. 
Army Loans To CHINA 
Present : 
General Clay 
General Carter 
Mr. Adler 
Mr. Vincent 
Mr. Luthringer 
Mrs. Klotz 

H.M. Jr: I have read your arguments. Has the General seen that? 

Mr. Adler: Yes. 

H. M. Jr: It is very good. I wondered if this procedure would be 
agreeable to you? If General Clay would be willing to state the case 
to the Chinese, because it is your money, what the Army is willing 
to do, and I take it you would do it on the seventy-five million dollar 
basis? 

General Clay: Yes, sir. 

H. M. Jr: And I mean you have come here to make this proposal,, 
and I was thinking about it. In the first place, I might miss some- 
thing, and then—well it is still the Army's money, so to speak. 

General Clay: All right, sir. 

General Carter: I think it is a good idea. 

Mr. Vincent: Yes. 

Mr. Adler: Yes. 

H. M. Jr: If you would be willing, in that short, concise manner 
that you have, just tell Dr. Kung—do you know who is coming? 

mr: Vincent: You have both Vice Ministers and maybe some other 
people. 

H. M. Jr: Now has anybody had a second thought on anything that 
ou would like to tell me? Would you like to change it after sleep- 
ing on this? ¢ 

General Carter: I have a thought that. we need your help very much 
to bring this to a settlement, and we hope we can do it promptly. ~ 
_H. M. Jr: Well, I am going to tell—after you have stated the case 
dnd they begin to argue, I am going to say, “Look, gentlemen, while 
we don't want to be discdurteous, and so on and so forth, we have wars 

on two fronts, and I have taken two days of these very important 
gentlemen’s time from their regular work. They are here, they are 
concentrating on this thing and we have got to reach a settlement 
today.” 

General Carter: That’s fine. 

General Clay: Yes, sir. =. 

H. M. Jr: And if Dr. Kung says he has got to send the cable, 1 
will pull the one that some of our people pulled on him and say, Who 
are you going to address it to, H. H. Kung?” (Laughter.) 

Mr. Vincent: That's all right. Do that. 
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Suppose he brings up, Mr. Secretary, the matter of Reverse Lend- 
Lease? Whois going to carry the ball on that? 

H. M. Jr: Well, I thought that General Clay would make an all-in- 
clusive statement that he wants food and housing. 

General oN : Yes, sir. ¥ 

H. M. Jr: Under Reverse Lend Lease and he needs from two to 
three billion yuan, that he—isthat all right with State? 

Mr. V incent: Yes, I am just trying to anticipate Kung on that. 
I don't think we should budge one bit from the cash settlement. It 
shouldn’t go any higher than General Clay. He is giving himself a 
little leeway there. > 

H. M. Jr: Twenty-five million leeway. 

Mr. Vincent: For the future, too. Mie you going to give yourself 
any leeway on that, or be prepared to go from twenty to twenty-five ? 
Your estimate now is twenty. 

General Clay: We would rest it now at twenty for July, August and 
September and have a re-evaluation of our estimate at that time. 

Mr. Vincent: And putting food and whatnot into Reverse Lend- 
Lease. I was just trying to estimate whether we wanted to say flatly 
that no further consideration of Reverse Lend Lease—if he said, 
“Well, we would accept the cash business,” but he wanted to put a 
larger amount into Reverse Lend Lease, in what he considered the 
exigencies of the situation, would be considered Reverse Lend Lease. 
He wasn’t getting enough, so he wanted to put in more than 

H. M. Jr: No, I look at it as one package, and in reading Adler's 
memorandum, it was very helpful. After all, they have had this Lend- 
Lease thing before them for two years, haven’t they? 

Mr. Adler: Since July, 1942, when the question was first raised. 

H. M. Jr: Two years and they only brought it up again in early 
1944. I read your memorandum, the whole thing, this morning at 
seven o'clock. So we can say, “Hell, you have been fooling around 
with this thing for two years now.” I don’t know whether—to say 
fish or cut bait or what they do in China. 

Mr. Vincent: Did it fall through in 1943, in the spring and summer 
of 1943, on their account or ours? 

Mr. Adler: On their accom®. They didn’t talk up. 

Mr. Vincent: I wasn't quite sure. 

H.M. Jr: Have you seen Adler's memorandum ? 

Mr. Vincent: Yes, at a quarter of eight. Not as early as you. 

General Carter: You think that the Doctor is likely to raise any 
question about the United States currency we are using in China 
regularly ? 

Mr. Vincent: No, I don't think so. 1 don’t think it would get very 
far if they did. Hemight have a comment to make on it. 

H.M. Jr: I don’t understand that reference. 

General Carter: We pay our personnel with American currency in 


China in considerable amounts up to date, the total of it-—— 
H. M. Jr: How much? i un 


Mr. Vincent: It is not simply an Arm i 2 

: an £ y thing, because we are pay- 
ing State Department, FEA and everything else MEK in that currency. 
All Government personnel get their salary in United States dollars 
now out there. 
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H. M. Jr: I didn't get your reference that FEA was buying some- 
thing, New York price in gold. 

Mr. Adler: They are actuall y paying in gold according to the agree- 
ment, physical gold. 

H. M. Jr: Is that good or bad? i 

Mr. Adler: It is good. If we had to pay at the official rate, the 
sum would be tremendous. 

'H. M. Jr: I thought it was good, too. 

Mr. Vincent: Kuo is Vice Minister of Finance. Y. C. Koo is Head 
of the Farmers Bank and has been Acting Vice Minister of Finance 
for years because Kuo has been in London, for I don't know how many 
years. T. L. Soong is the brother of T. V. Soong. The next one has 
been on the Stabilization Board as Secretary, and so on. Pei, T. Y. 
Pei, was Head of the Bank of China in Chungking. 

H. M. Jr: When you go out, give me a little memorandum giving 
just a line and give a copy to Mrs, Dickinson, so when she is here, she 
will know by looking around, if you would sit next to Mrs. Dickinson 
you could tell her who these Chinese are and she will get it. But when 
they come in at eleven, if you would just give me a little memorandum, 
Mr, So-and-So of the Farmers Bank, and so on. 

General Clay: There is one other thing that Dr. Kung may raise, 
Mr. Adler would know more about this than I would. He may raise 
again the question of using United States currency to purchase in the 
market to keep the black market stable. 

Mr. Adler: We took him up on that again. 

General Carter: But he wanted five million, do you remember, at. 
one time? 

General Clay: If it does come up, as I understand it, we have no ob- 
jection to working with him on the utilization of United States funds 
for that purpose, do we? 

Mr. Adler: None at all, except he may say, “Well, we cannot reach 
an ‘agreement on the official rate, why not sell gold?” The answer 
is we wouldn’t get enough. 

H. M. Jr: This twenty million dollars’ worth of gold which has 
gone—— 

Mr. Adler: I think it is a little under twenty. 

General.Clay : Twenty in United States currency. 

H. M. Jr: How mich gold? 

Mr. Adler: Ten tons was sent out once and-I think a further ship- 
ment after. But actually they have sold very little gold. 

H. M. Jr: Could you look up, between now and eleven, the amount? 

Mr. Adler: I think so. 

H. M. Jr: Did you get this thing that came from the Treasury— 
that little book? 

Mr. Adler: Here it is. 

H. M. Jr: Now this gold which we are shipping, whose money is 


that? 
Mr. Adler: They pay us from the loan, from the half billion dollar 


loan. 
H M. Jr: That comes out of the half billion ? i 
General Clay: In addition to that, we sent twenty million United 


States currency out there to be used to control the blackmarket but 
none of it has been used. 
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General Carter: None of it has been turned over to them. It is still 
in India. 

H. M. Jr: In whose hands? 

Mr. Adler: Five million in China. 

Mr. Vincent : But not used. Five million is in your hands, no mat- 
ter where it is. And it was sent out at the Chinese Government’s re- 
W ay any of ours. The Chinese Government wanted it but never 
used it. 

H. M. Jr: Is that also on the half billion dollar loan? 

General Clay: No, this would have applied to the remaining amount 
of money that we owed them. We would have paid them on the spot. 

H. M. Jr: But you have roughly twenty million United States cur- 
rency somewhere in India? 

General Carter: That's right. 

H. M. Jr: Adler, you have half an hour. Could you make sure how 
much and how much gold? 

Mr. Adler: Yes. I know five million is in China and fifteen million 
is in India of United States currency. 

H. M. Jr: Gentlemen, the thing I am going to follow now, I take it 
it is agreeable to the Army and agreeable to State—we are going to 
be very tough with them, very political, very courteous, but tough. 
Is that all right? 

Mr. Vincent: Yes, sir. 

Mr. Luthringer: I guess it is all right. You think the political sit- 
uation is such that that is the thing to do? 

Mr. Vincent: I am not up here with any instructions from Mr. Hull 
in my pocket, but I am just back from China and I am perfectly will- 
ing to do—— 

I. M. Jr: Are you in the Far Eastern Section? 

Mr. Luthringer: No, I am in the Financial Division. Mr. Vincent 
is on the political side. 

Mr. Adler: There is one other question, sir. The Chinese are going 
to weep bitter tears over the quota. They may bring that up. 

H. M. Jr: I had French tears last night. They made a perfectly 
wild statement there yesterday, the Chinese, nbout seven hundred mil- 
lion. Nobody ever talked tó them about a seven hundred million 
quota, did they ? 

Mr. Luthringer: I don't think so. Six I think was mentioned at 
one time. 

H. M. Jr: Of all the quotas, the five fifty is the most difficult to 
explain, and we did that for the magnificent fight they made for the 
last seven years! Are any Chinese troops fighting except those under 
General Stilwell? 

General Clay: I think that the ones in Yunan Province are putting 
up a little fight. They have a considerable number of American offi- 
or peu there ee them. y 

r. Vincent: The ones in Yunan have staged this temporary come- 
IA coogi bes 
ve faa ERARA u >g f He usiness. They are organized and 

y supply lines. on't know your last report on Hung Yang. 
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General Clay: The Japs move forward in the summer and early 
spring and they move back when they have destroyed the harvests, 
and the Chinese have won a great victory, when the Japs move back. 

H. M. Jr: And the rest of the Chinese Army is there standing guard 
against. the so-called Communists. 

Mr. Vincent. Yes, sir, the Communist Army up there—not the 
whole rest of it, but one of the best-organized groups is that group 
of four hundred thousand men. i 

General Clay: It is Chiang’s biggest army and the best-equipped 
army. 

H M. Jr: Is that the so-called Communist Army? 

Mr. Adler: Watching the Communists. 

H. M. Jr: How big are they ? 

General Clay: It has been estimated he has from four to five hun- 
dred thousand soldiers up there of the very best. 

Mr. Adler: The estimates of the Chinese vary. The Communists 
in their last offer to the Generalissimo. said they were willing to cut 
their armies down to one hundred and sixty thousand, sixteen divi- 
sions. They claimed they had twenty-five divisions. 

H. M. Jr: Now, are we all right? Anybody want to make any sug- 
gestions? 

General Clay: No, sir. 

H. M. Jr: I am going to have a wonderful time with the Chinese. 
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Bretron Woops. N.H. 
July 16, 1944. 
11:15 a.m. 
FINANCIAL. SETTLEMENT WiTH CHINA 
Present: 
General Clay 
General Carter 
Mr. Luthringer 
Mr. Adler o 
Mr. Vincent 
Mrs. Klotz 
Dr. 


H. M. Jr: Dr. Kung, you spoke to me the other day about how 
ou would proceed to take up this. matter in regard to your govern- 
- ment’s and our government’s financial arrangement as far as the Army 
went, and I think the President felt that possibly we, as Ministers of 
Finance, could handle it well, and both State Department and the 
Army feel the same way. 
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So I thought—I took these two very busy gentlemen away from 
Washington for two days and they are here, but, unfortunately, they 
have to go back tonight, since they have so many responsibilities. 

I Ta the simplest way, if it would be agreeable to you, would be 
to ask General Clay to state what we have in mind since, after all, it is 
largely a military matter, and in the final analysis they are going to 
have to pay for it. j 

So I think, General Clay, if you would proceeđ 

General Clay: Mr. Secretary, Gentlemen—as you know, we in the 
Army are now winding up a fiscal year as of June 30, and we are 
most anxious to get our accounts in shape for the past fiscal year, and 
in that connection we are particularly anxious to clear up our Chinese 
expenditures so that we can make our end-of-the-year fiscal reports to 
the Treasury and to Congress. 

As we see the picture, we have a responsibility for the financing of 
the work that was undertaken in China for the new airports and the 
installations at the airport which, as of June 30, had utilized approxi- 
mately twelve billion yuan. We are not speaking of the food and 
lodging which we would prefer for you to continue to give us, as you 
have, or under Reverse Lend Lease; we are speaking of the twelve 
billion expenditure on the airports and installations. 

We have to date made you one payment on account thereof, of 
twenty-fixe million dollars. The President had stated that our expen- 
ditures would approximate twenty-five million dollars a month, and 
that. was based on an approximation of what the same work would 
cost here in the U.S. 

We would like to propose a final settlement of those accounts, 
again exclusive of the food and lodging, as of June 30, by an addi- 
tional immediate lump sum payment of seventy-five million dollars. 
We would like to continue to pay for the goods and services for the 
operation and maintenance and such additional construction as may 
be necessary on those airports. And we estimate that in July, August, 
and September—the present month and the next two months—our 
expenditures on this account would run approximately twenty million 
dollars a month. 

We would like to give yow*that estimate of these three months of 
twenty million a. month, asking you, in turn, to give us the goods and 
services, or yuan, with another final settlement of those three months 
to be effected immediately after September 30, and a new estimate 
made at that time of the expenditures for the next three months. 

That is the proposal which we would like to place before you today. 
I think, Mr. Secretary, that sums up our proposal. 

H. M. Jr: General Clay has the advantage. He says a lot in a very 
few words. 

Dr. Kung: Well, Mr. Secretary, General Clay, and gentlemen— 
the first thing I wish to say is that we regret very much, we are 

ashamed of ourselves, we have to ask for a payment or settlement for 
tte a O have spent in China, This is a common war. Every- 
Aan ent con O! al the best oF his iliy Kon are 

S > ghting your war. e are sacrificing lives. 
A life cannot be compensated for in a monetary sense. i: 
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The object. of this war is not only to crush the Japanese—and 
Japan, if I may say so, is your Enemy Number One. If I understand 
the sentiment of the American people right, the American people 
want the defeat of Japan at any cost. You have spent large sums 
of money, and you have spent a great deal of money in the South 


Sea Islands. ; i 
f I remember right, I think Secretary Morgenthau contributed 


in the fifth campaign for the sale of bonds—he gave a figure of how 
much it cost America to just gain an island. It cost six billion dol- 
lars, and in the second place it cost seven billion and a half. And 
you have given a lot of money to Europe, not only in money—your 
ships, your sacrifices—in order to send in goods, food, and all sorts 
of stuff to Europe. 

As far as China is concerned, you know how much you have spent 
there. And today, after seven years of war, unquestionably, China is 
suffering. Gentlemen, if you could see the picture of what China has 
suffered I am sure it would touch your heart. Today we are cut off 
from the rest of the world. What we have accumulated:has been 
spent. In spite of that we are trying our best to win the war in 
order to defeat the common enemy. 

I am not trying to praise the Chinese virtue or boast in any way, 
but I think perhaps it is up to me to give you a picture of the con- 
ditions in China. I think they are making a tremendous sacrifice. 
Your boys are doing what they can to help the Chinese do the job— 
even before you joined the war, there were plenty of American young 
men who volunteered in the AVG, trying to help China. 

Now, we appreciate your people’s sympathy; we appreciate your 
government's assistance. Mr. Morgenthau has done his best, not only 
to assist us in a financial way, he has done it in many ways—Secretary 
Hull, Mr. Stimson, you know—and all you gentlemen—you people 
have risked your lives in order to achieve the common object we have 
in view. 

For that reason, therefore, I say we are ashamed to talk of the 
money you spent in China, that you have to reimburse us. We wish 
we were in the position to just say to our American friends, “For- 
get about it—anything you need, anyfhing you want, anything we 
can give—you just ask.” But unfortunately we are not in that 
position. 

In this country you talk about inflation; in China we have infla- 
tion. The inflation is getting worse. If we are going to win the 
war—not only that, but to win the peace, it is necessary China must 
be strong. It is to the advantage of the world, to America herself, to 
have a neighbor after the war.who could cooperate with America 
for the safety, security, trade, and commerce of the world, to build 
a safer, a happier, a better world. You will need somebody in the Far 
East, and that place, I think we all agree, is China. 

We appreciate the loans you made to China; we appreciate the as- 
sistance you give to China; in fact, during the Cairo Conference your 
President, who is a far-sighted statesman, was worried over the in- 
flation situation, wanted to do something to help China, and his scheme 


was very generous. 
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Now, even I myself, thought he could not carry it out. But any- 
way, it has been time and again assured me that America will want 
to do her share, America will want to help China. That is not only 
the wish of your President, it is the wish of Mr. Morgenthau, Mr. 
Hull, Mr. Stimson, and General Marshall and Admiral King— 
Arnold, and the rest of you, who want the same thing. 

Now, the question is—the prices are high in China; therefore the 
buying power of your currency is not the trouble, but we are at war, 
and China has had seven years of it. We are cut off from the rest of 
the world. Before the war China was a country whose balance of in- 
ternational trade was against her because she had to import more 
than she could export. With the industries located at the China coast, 
which has been taken by the Japanese, our enemy, naturally demand 
exceeded supply—we could not import anything because we are block- 
aded. The lack of goods brought the prices higher and higher. 

That is why this time I came I appeared before Mr. Morgenthau, 
and talked to Mr. Hull, also appealed to the President to give us 
something by which we can bring some of the consumers’ goods into 
China, hoping by such action it will help to stabilize the prices and 
keep them down. That. was negotiated. Also the President has given 
us sympathetic assurances he would do it, but it was referred to the 
gentlemen who are in charge. Just when and how many of those 
things can be allocated to us, we are not quite sure, but. we hope it will 
be done. 

Now we are in a Conference. The main purpose of this Confer- 
ence is the stabilization of currencies. For what? Because after the 
war we want a peaceful trade. America is a country of commerce 
and industry. You naturally want to sell your goods. If you want 
to sell your goods to the rest of the world, you can’t sell to a country 
where they are manufacturing such goods themselves; you can't sell 
because they want to sell their manufactured goods themselves. 

Well, China seems to be a logical place because under this national 
government we are trying to raise the standard of living of the people. 
American people are interested in the development of China because 
you can get certain resources, raw materials, from China, and because 
there is a potential market in China. 

Now, for every dollar we issue, the Central Bank has certain obli- 
gations. The notes are not issued by the government. Formerly the 
banks had the privilege—the government gives them the privilege to 
issue the notes, but the Chinese Government did not want inflation— 
didn’t want people to issue money for nothing. Therefore we haven’t 
changed the law yet; it was made long before the war. Any bank 
that enjoys the privilege of issuing must have sixty percent of the 
cash in reserve. The sixty percent cash is their gold, silver, or foreign 
sachange forty percent is securities. That could be government 

onds. 3 

The last time I was in this country I sold some silver to the Ameri- 
can Government.. At that time the Central Bank's reserve 
issue—that is to say, cash reserve, was above the ] i 

H. M. Jr: Excuse me just one moment 


against 
egal minimum. 
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Dr. Kung: Mr. Pei is General Manager of the Bank of China, but 
their issue was above that required by law-—over sixty percent. You 
people in this country say that we have a large foreign exchange re- 
serve—foreign currency. That is true, but this reserve we have 
against our issue—oh, you cannot compare it—you cannot speak of 
it. 

Now, you cannot just keep on issuing paper currency without the 
roper reserve. I saw one of the letters circulated by your silver 
Senators. This paper said that in Europe and in the Far East, coun- 

tries just issue paper money, and it is going to be a big problem. 

If it is to the interest of the world, and especially of America, to 
have a strong China, which I take for granted that is the general 
wish—not only the American Government’s, but the people—if you 
want a country after the war which could trade with you, then you 
must have a country which is not bankrupt. We are on the verge of 
bankruptcy. Every dollar you spend in China, we issue that dollar, 
beside the large projects we had to face, is a dollar toward inflation. 

Unless you desire to help China to combat the inflation—for you 
will have further inflation—with the financial and economic and mili- 
tary resistance to Japan, in the future, all will be weakened. 

You speak about large imports to your men in China. J don’t know 
whether you gentlemen realize how much it costs China—last month 
it cost China three hundred million dollars, alone, to feed your Army. 
Last year—in the winter of last year—it cost us something about 
ninety dollars to feed an American soldier a day. 

We in China are vegetable eaters. The poor people don’t have much 
meat to eat, but of course, your boys must have roast beef and must 
have eggs for breakfast, and so forth. In England, I understand, 
you have to make application beforehand. You may be allowed an 

egg or two a montlu But in China your boys need six eggs a day, 
and now it is cut down to four eggs. But you eat a pound of beef a 
day. In Kunming alone we are keeping cows and oxen to supply 
you twelve thousand pounds, or catties—that is one-fourth larger 
than a pound—Is it catties or pounds, Adler? á 

Mr. Adler: Catties. 

Dr. Kung: We are supplying you twelve thousand catties of beef 
alone every day. Now, China is not like America, because in this 
country you raise animals for the purpose of meat: in China we don't 
do that. In order to supply the meat, we are feeding our oxen, used 
for farming purposes. I had a protest from the Governor of Yunnan, 
he had protests from the Provificial Assembly, saying that the cows 
and oxen were killed at such a rate that very soon there wouldn't be 
any animals left to help the farmers farm their land. We went out 
from Yunnan to the next province. The Governor of Kweichow 
around the first of April, wired me—he had issued orders prohibiting 
exporting cows out of his province, 

Today, just before I left, General Hwang who is in charge of feed- 
ing your troops asked me—actually, to keep up the same kind of food 
and give it to your soldiers—and many times your representatives 

there, and your General, have said that you are willing to take care 
of that. But.when they looked into the situation—what they had to 
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buy—well, it was costing so much—I know it was then costing some- 
thing like eighty-four dollars. You figure it out at the rate of twenty 
Chinese dollars to the American dollar—it costs us over four dollars 
to feed a soldier in China—whereas, here it costs you on ly sixty-four 
cents, or something like that. y 

So, well, your Army was in difficulty—we realize that. So we said, 
“Well, the American boys come here as our guests, our comrades— 
we are fighting the same battle. We know they are used to good 
food in their homes, therefore we will give them something similar to 
that, regardless of what the cost may be.” 

But your President has said, time and again, that America will pay 
for everything—doesn't want to burden China; in fact, America wants 
to help China. 

Now, I think your requirement for the last month was one billion 
five hundred million, for the last month. Since I got here I received 
a wire from the Manager of the Central Bank reporting to me— 
asking one billion five hundred million Chinese dollars to be placed 
to their account, because they needed that for this month. And you 
know in China, of course, we have a budget and the budget must go 
through. Owing to this war, ifs routine and regulations take a long 
time. In fact, weset up the budget after July Ist. China has adopted 
a democratic system. And the system is complicated. 

We cannot therefore say there is no budget. I took the responsi- 
bility, when there was some budget from the Treasury of my govern- 
ment—the Chinese Government must take care of—they made the 
budget for that. It is a military budget. But aside from that—as 
the Governor of the Central Bank, I simply made a loan. If I went 
through the budget it would take a long time. American credit is 
good: therefore I told the Central Bank American credit is good and 
you will just make a loan—an advancement to the American Army. 
I took too much responsibility upon my shoulders. 

Now, the bank enjoys the privilege of issuing, yet the bank is gov- 
erned by the law. They must have a certain reserve. When the time 
comes to set our rate in the future, anyone can purchase American 
dollars. We have no right, we have no reason, according to law, we 
cannot do if. And if that I®ppens, what little foreign reserve we _ 
mav have will go away so quick, and then we are left a bunch of paper 
in China which has nothing to back it. 

How can you then expect China to build a strong and prosperous 
nation to cooperate with you, to trade with you, or to buy your goods? 
Now, that is the difficulty—the dilemma. I just make this statement 
because we want people to know of this, but in America we regard 
America as a friend, as a comrade. We are in this war and fighting 
shoulder to shoulder against a common enemy, not only hoping to win 
the war, but we are hoping to win the peace. After the war we want 
to cooperate. 


As I said from the beginning, I feel ashamed that I have to talk 
to you about money matters. The desire of the Generalissimo, and 
I know of the Chinese people, if we could do it we would just tell you 
to forget about that, that we will finance everything. 
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But, gentlemen, we are in this war to pool our resources for a com- 
mon objective. It is more fortunate, I rejoice with you, because 
America is the stronger. It is in a position to help the weak; that is 
why America now becomes the leader of the world, and, I hope, the 
arsenal of the world—not only the arsenal of the world, but you are 
the leader to reestablish economic life after this war, so you will lead 
the world into prosperity and a world of peace and security. 

If you think that China is any assistance to you, if you think, in 
the future, China could cooperate with ;you, could assist you in -any 
way, then now is the time that you should try to help China a little 
bit to put her on her feet. China will never forget any help that is 
given to her. Although during the times when we were in trouble, 
as Mr. Morgenthau can tell you, there was a surplus on your part, we 
took, and we are paying cash for it. You were doing it throughout 
the war. We met the schedule; we have not defaulted; we have not 
delayed a single day in our payments. 

President Roosevelt made an announcement, you would give us a 
hundred million dollars as a loan—fifty million of this was taken 
for tho Stabilization Fund. There was also a wood-oil loan. Secre- 
tary Morgenthau can tell you, we have returned the money, every cent 
of it, and the loans were made backed by a five-year credit. We paid 
it back in two and a half years. We supply you with some of the im- 
portant metals for your war. It costs us today twice as much in China 
for tho government to buy those metals and sell them to you at fifty 
percent of the price. I don’t want to give you the idea we are boast- 
ing here, but I think these are some of the facts, and you should know. 
It is not because we are not willing—as long as we are able, we will 
doit. The only thing I ask you is, don't try to help China to increase 
inflaticn. That is the only thing I want to ask you. 

As to how that is going to be done, 1 think you gentlemen havé 
more experience—wiser than we are—because I come to America, I see 
you giving to Europe everywhere, 1 still see low prices and the possi- 
bility of enjoyment in this country. That is something we want to 
learn from you. If you can find some ways and means to help China 
in this crisis, you can lower our prices. We are willing to contribute 
anything—everything; you don't have-to pay us a cent. Of course, 
some people say, “Why don't you change your rate?” 

The inflation in China, the high prices in China are partly caused 
by inflation because the Chinese national dollar has decreased in power. 
If we are willing to decrease that further—the buying power of the 
Chinese national dollar—we will say the high prices of commodities 
will increase our budget—that will make our life impossible. If 
China’s economic strength is broken down, then there is no use to talk 
about resistance, cooperation, with you in the future. 

Now, perhaps I have generalized too much, but I think that is the 
picture. I think some of this you know already. But anyway, my 
government sends me here and I think I must represent the govern: 
ment’s course. I am here not to bargain with you; I am here to tell 
you China is willing to do everything, but I want you to take into 
consideration our difficulties and our usefulness to you after the war. 

That is all I have to say. 
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H. M. Jr: Well, Dr. Kung, I was naturally very much impressed 
with your very magnificent statement, and the sincerity of it, and the 
ae. complete picture which you have given us of the situation in 

1na. 

I think I can speak for the American Government when I say that 
we all have the deepest admiration for the very wonderful fight that 
China has waged during the past seven years. We realize that you 
have done much to hold the situation in the Far East while we were 
getting ready. 

I am not going to attempt to answer some of the questions which 
ou raised about:the internal situation of China, because I feel you 
<now those much better than I do. We here are not attempting to try 

to solve China’s post-war problems. 

After all, we are simply here to come to an agreement on the mili- 
tary expenditures which have been made in China during the year 
1944, and up to the first of July. I think that the American Govern- 
ment has given concrete proof over not only the last seven years, but 
for many, many years that we are the friend of China; we look on 
China as our friend. We feel that we certainly have as much need 
for China as a friend when the war is over as China may have of the 
United States as a friend. 

After all, we must live through exchange of goods and exchange of 
work of your people and our people, but that is something which we 
can’t solve here, but I feel that will have to go on the American rec- 
ord of concrete demonstration of friendship for China, that that 
friendship will not stop after the armistice; if anything, it will become 
increasingly great. But we have a very difficult problem. 

In a small way I had something to do with getting those first 
hundred planes to China under General Chennault, and we have tried 
desperately, where we are fighting a war on twenty fronts, to bring 
to bear in China as much military strength as we could, at the same. 
time keeping in mind all the other fronts which we had to fight on. 

And it is a cause of great concern to us, as I know it is to you, that 
you have no approach from the sea, that those have all been closed, 
and therefore the goods which we have here we have no way of get- 
ting through the normal chaanels—through ships, by sea—and there- 
fore the only way left after having had the Burma Road closed, is 
over the so-called Hump, or by air. 

As you know very well, I think the Generalissimo has been in com- 
plete accord with us that the maximum amount of goods which will 
be flown in should be for the American Air Force, and that has been 
the policy, as I understand, up to very recently; that the maximum 
would bə flown in. Therefore there has been very little opportunity 
to fly in any merchandise for consumption of civilians, with the re- 
sult that there is a great. shortage of goods, and your money—as in 
many other countries under similar conditions—the value has become 
Jess and less, due to no fault of your government, or your very fine ad- 
ministration of the Chinese Treasury, but due to the fact that the 
goods have not been obtainable from the outside world. 

We, at all times, have strained every effort and have constantly in: 
creased the number of planes made available to China to fly in these 
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goods. As you know, I believe 1 am correct, that in connection with 
the B-29's, I think they flew in their supplies—and that was outside 
of the supplies which were flown in regularly. 

We now, with your fine help and your troops and ours working, to- 
gether—I believe we now control Der hundred miles, don't we, of 
the road in North Burma? 

General Clay: That is right. 

H. M. Jr: If we are fortunate enough to meet with continued suc- 
cess, there is hope of opening that road, and once that road is opened, 
I can assure you American supplies will flow freely over that road as 
they did when the Burma Road was opened, and when we used to send 
the supplies to you through Indochina—and faster than Mr. T. L. 
Soong could move them. ik that right? Even though he had a very 
fine transportation system. But we put them on the dock in Indo- 
china faster than you could transport them. Is that right? 

Mr. Soong: Yes. 

H. M. Jr: So once the roads are opened, I can assure you it is the 
wish of the American Government to again give you the supplies as 
fast or faster than you can transport them. 

Now we are faced with a situation—you who have received an educa- 
tion here in America realize our form of Government—that we have 
a Congress who, on the whole, has been very sympathetic. But if the 
Congress realized the price that the American Army had to pay for 
some of the articles, it would be extremely difficult for these gentle- 
men whose responsibility it is, to explain it. 

Now, there is a very good explanation; as you said, you have to take 
your beasts of burden, which are both beef and also used for trans- 
portation purposes, and you slaughter them. And they are very ex- 
pensive. But when you get down to the individual articles that the 
troops have had to use and to buy—and some of the people who are un- 
friendly to this Administration knew the cost of the individual arti- 
cles—these gentlemen wouldn't be looking as cool and comfortable as 
they do now when they appéared before those Committees. They 
would have a very difficult time. 

And therefore, in the interest of what we can do in the future, so 
that we will not in any way jeopardize the friendly interests of the 
Congress towards what this Administration is doing, we felt it was 
better to approach this matter with a Jump sum settlement. After all, 
the Army can demand that before Congress; they can explain it. They 
can say, “Well, we arrived at this figure and this is a lump sum,” 
and they don’t have to go down and explain each egg or each pound 
of beef which was bought, or what the price was. This is a lump 
sum settlement which was arrived at—and having, I hope, made a 
lump sum settlement with you up to the first of July, we can then go 
on for another three months and there will be no criticism of what the 
Army has done, no criticism of China for what these individual ar- 
ticles have cost. 

I feel that the military effort which General Stilwell and General 
Chennault and the other people are doing in cooperation with your 


people can continue. 
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Now, up to now, the sympathy of the American people towards 
Ohina has been almost universal, and they are conscious of the very 
fine fight and the great sacrifice that your people have made. But 
if we have to get. down to a question of rates for individual articles, 
and have to explain it, item by item, I am very much worried that 
we might find people are unfriendly, that they might criticize us, 
and what is much worse, curtail us in our effort, and jeopardize, not 
only the immediate military problem that we have on hand with you, 
but jeopardize future commitments that we want to make just as soon 
Ba any avenues, by air or by sea, are open, so that we can get goods into 

ina. 

After all, in the final analysis, the only thing that is going to help 
you on your inflation problem is to get you goods. Now that, Dr. 
Kung, I know is very briefly how we feel. 

If either General Clay or General Carter would care to add some- 
thing, I wish they would do so. 

General Clay: I doubt there is anything I can add to the statement 
you just made, Mr. Secretary. I think it sums up our situation. 

Mr. Vincent: Would you repeat what you said about the food, Gen- 
eral Clay, and the services of that kind rendered, which were outside 
of this? 

General Clay: Our proposal was for the airport construction and 
did not involve the question of payment for the food and lodging 
either in the past or in the future; and the preference on our part is 
that we would continue to receive those as you have given them to us 
in the past, or that you might desire to put those expenditures over 
on Reverse Lend Lease. 

Dr. Kung: You have not signed the Reverse Lend Lease agreement 
yet. That agreement was proposed by your State Department. Fi- 
nally we agreed to it. We sent it back and said all right, we would 
agree to your proposal, but up to the present you have not signed that. 

H.M. Jr: Mr. Vincent, do you want to answer that? 

Mr. Vincent: Mr. Luthringer may know what was done on Reverse 
Lend Lease. 

H. M. Jr: Do you mind? 

Mr. Luthringer: I am not ap on it, Mr. Secretary. 

H. M. Jr: Then you had better not. Are you, Mr. Adler? 

Mr. Adler: I am fairly familiar with it, sir. I understand the ques- 
tion of Reverse Lend Lease was first raised in 1942, and we were 
anxious to reach an agreement through 1943; then Dr. Kung took the 
question up in 1914 and from what 1 gathered and from what the 
Ambassador told me, we were interested in an agreement which would 
have provisions for concrete implementation. There was a master 
agreement, and 

Dr. Kung: If you don’t mind my speaking the truth. Mr. Secre- 
tary, I am straightforward in my dealings with everybody, especially 
with my friends—this Reverse Lend Lease agreement was proposed 
by your State Department—I think it was Mr. Dean Acheson who 
handed it to Mr. Soong sometime late last year. This was referred 
back to China and the Generalissimo asked my advice. I examined 
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that and there seemed to be a phrase or so about the expenditures of the 
American troops. Well, I saw that was too general. Therefore I said 
perhaps you wouldn't say it was American troops “in China,” because 
there are American troops in India; if you just said “American 
troops”—we don't know what is our responsibility. So with that . 
minor change, I referred it back to the Military and Foreign Affairs. 
Mr. Soong said he thought it was best not to raise that question, Just 
confirm what the American proposal was and accept it. 

After that was decided it went to the Executive Yuan and, unfor- 
tunately, Dr. Tsiang Tingfu, the head of it, was preparing to leave 
for this country. He put it in his drawer—didn’t send it back to the 
Ministry of Foreign Affairs. Then later the question came up about 
the Reverse Lend Lease because 1 was trying to give some money, but 
any money I gave I must charge to a certain account. Well, I saw 
that money spent for American Army purposes should be entered in 
the Reverse Lend Lease column. And they said that Lend Lease has 
not been signed. And our Foreign Affairs Minister said he had not 
received instructions from the head. I said that the instructions were 
given. 

Then we found out the document was in the drawer, left by the one 
who came to this country. So we took that out and sent it to Wai Chiao 
pu and he sent it to the State Department. By that time the exchange 
value of the American dollar There was a rumor the American 
Government was negotiating with the Chinese Government to change 
that rate to one hundred dollars and somebody in the market thought 
this was a good time because the American dollar was cheaper. Ev- 
erybody tried to buy American dollars and they raised the value of 
the American dollar. And your Embassy saw the American dollars— 
and black market has risen recently in prices—and the Reverse Lend 
Lease —there was one sentence in it saying that the American expendi- 
tures in China were to be paid by American dollars according to the 
official rate, except those contributed by the Chinese Government. 
Well, the rate was twenty dollars, and if you signed that you are 
bound to accept the twenty-dollar rate. I think that is the reason 
why it was not signed. 

General Clay: Mr. Secretary, I might suggest that from our point 
of view and the Army, as far as the food and lodging is concerned, 
and since there is no Reverse Lend Lease agreement, and in order that 
we close that out as of June 30, and as far as our own Army expendi- 
tures are concerned, we would be prepared, in the interest of an over- 
all lump settlement as of June 30, to increase our offering of seventy- 
five million to ninety million to cover food and lodging, without any 
attempt to establish an exchange rate, and make that additional lump 
sum settlement and clean out the whole obligation, letting what may 

happen with respect to Reverse Lend Lease, as far as the Army is 
concerned, be from July one, on. Then we would have completely 
closed out the last fiscal year, and it would enable us to close out our 
aceounts. i = 
Dr. Kung: That is very generous of you, General Clay. May 1 
ask one question? I think you said you paid this year, I think, twen- 
ty-five million dollars for the February account. 
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General Clay: That is right. 

Dr. Kung: Since then you have paid nothing—March, April, May, 
June—that is four months, isn't it ? 

General Clay: There is a question 

Dr. Kung: And according to the rate you propose to give a lump 
sum, E million dollars a month; that is a hundred million, 
isn't it ? 

General Clay: There is a question as to whether that. first month 
was as of March or February. 

Dr. Kung: You paid twenty-five million dollars in March; that was 
for the account of February. 

H. M. Jr: Excuse me a minute—— 

General Clay: As we would sum it up, with the twenty-five million 
that we have paid, and cleaning out the whole thing as of June 30, 
would amount to one hundred and fifteen million dollars. We would 
like to pay that in a lump sum and close out the obligation as of June 
30, and start off on a new basis as of July one. 


Dr. Kung: General Clay, there is another question. 

H. M. Jr: Excuse me. Could I just ask these gentlemen with me, 
just to step in the other room a minute and leave these people here? 
Y ou don’t mind? 

Dr. Kung: Just one word I want to ask. You say about twenty- 
five million. That is for your Army expenditure. You have not in- 
cluded the expense for building the airports, which is outside of this. 

General Clay: That is including the advances for the airports. ` 

Dr. Kung: No, I think we have advanced money to this amount te 
you outside of the cost of the airports, and it was promised by your 
President that. you wonld take care of that. 

General Clay: This is based on a settlement of your own figures 
that you have given us, of twelve point three billion yuan, for air- 
ports, roads, and so forth, and one point nine billion yuan, for food 
and lodging as of June 30. 

Dr. Kung: Have you got the figure? 

General Clay: That is a total of fourteen billion two hundred mil- 
lion yuan. 

Dr. Kung: I just wanted $0 clear that point. My understanding 
was that up to that time, your expenditure for your Army was costing 
bwenty-five million dollars each month. You credit the twenty-five 
million dollars in New York to the Central Bank and we give you the 
equivalent in Chinese currency according to the official rate to your 
Army in China. And then the question of coming out for building 
the airport, which cost some more extra money—and the telegrams 
and letters written by President. Roosevelt to the Generalissimo was 
that that would be paid by the American Government. 

Before you wanted us to build the airport it was costing you then, 
twenty and twenty-five million dollars each month to maintain your 
Army. Therefore the cost of the building of the airport is not in- 
cluded in this. 

General Clay: No, that isn’t the way we see it, Dr. Kung. 

Dr. Kung: Well, we had the figures, 
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General Clay: In that commitment we stated that our expenditures 
in China, including construction, would aggregate, we believed, an 
approximate amount of twenty-five million dollars per month, and in, 
the absence of any agreement as to rate, we stated that we would; 
deposit twenty-five million dollars to your account in the United 
States and you would muke available to us the requisite funds in 
China for the airport construction and for our other Army expendi- 
tures, each without prejudice to the final settlement, each being the 
payment on account by the other government. I believe that was the 
condition under which the deposits were made. 

Dr. Kung: I think there is some mistake somewhere, because you 
were spending twenty-five million dollars each month before the 
thought of the airports came up. 

H. M. Jr: I dont know of anything—Dr. Kung refers to a cable 
from the President. Let's get that straight. What did the President 
say ? 

Mr. Adler: The last two paragraphs (hands document to the Sec- 
retary). 

H. M. Jr: In regard to airports 

Dr. Kung: I saw some telegrams between the Generalissimo and 
President Roosevelt. 

Mr. Adler: The message from the President to the Generalissimo 
was based on the understanding that our expenditures in China dur- 
ing the next few months would be somewhere in the neighborhood of 
twenty-five million U.S. dollars each month, and that was all-inclu- 
sive—it included construction costs and all other expenditures. 

Dr. Kung: Will you please read the whole sentence ? 

H. M. Jr: (Reading) “I should like to suggest that an arrange- 
ment such as General Stilwell and Ambassador Gauss are authorized 
to propose be adopted tentatively on the understanding that our Army 
expenditures in China during the next few months can be expected to 
be somewhere in the neighborhood of twenty-five million U.S. dollars 
each month. Furthermore, since you say that your government is not 
in a position to continue any direct maintenance of American troops 
in China, this Government, in order to cover all of its military expen- 
ditures in China, including such maintenance as well as construction, 
is prepared to place to your account U.S. dollars equivalent of any 
Chinese funds made available under general arrangements that will 
be suggested by General Stilwell and the Ambassador.” 

Now, those general arrangements were based on this twenty-five 
million dollars. 

Dr. Kung: They built the airports separately. 

H. M. Jr: Well, we will have to differ with you, Dr. Kung. 

Dr. Kung: I think we have a document to prove to you that it was 
the understanding—because building an airport costs how much? 

Mr. Koo: The Chinese Treasury advanced, up to the end of May, 
seven point six nine million, and the Central Bank advanced for con- 
struction up to the end of May, five point nine six billion. 

Dr. Kung: This is a special item of how much it cost to build an 
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General Clay: That is the figure we carried —twelve billion three 
hundred million. 

H. M. Jr: We have the same figures. But the cable which went 
from the President to General Chiang Kai-shek which is there, is the 
only record we have and that record was just read to you, that it was 
all-inclusive for all work under General Stilwell, including the air- 
fields. 

But if I could just ask these gentlemen associated with me just to 
step out one minute—may I please? I will leave the battleground 
for vou. 

(Short intermission.) 

General Clay: We are getting back to the question of the number 
of months for which the commitment was made. Actually, the Gen- 
eralissimo’s cablegram on which the President's reply was based re- 
ferred to expenditures after March one, and that is why we were 
operating on the four-month basis—the four-month theory. Also, it 
was our understanding and basis that the twenty-five million included 
the construction and food and lodging. 

However, we were perfectly willing to go on the four-month basis 
of twenty-five million, which would add up to a total of a hundred 
million, and to add the fifteen million to avoid any misunderstanding 
with respect to whether or not it did include the question of food and 
lodging, which was the reason for our raising our offer from the seven- 
rah to ninety million, over and above the twenty-five that has been 
said. 

l Dr. Kung: I think 1 would prefer to still entertain American 

troops in China as our guests. How much it costs doesnt make any 

difference. We are perfectly willing to do that if you agree, but you 
agreed to pay twenty-five million dollars each month—the twenty- 
five million dollars you were spending before the question of building 
the airports came up. You actually were spending twenty-five mil- 
lion dollars, but because of the rising prices it looked as though you 
would have to spend much more than twenty-five million dollars. 
Therefore you said, “All right, we will limit our expenditures in 
China to the amount of twenty-five million dollars,” which you were 
spending before that. But iteis self-evident that building an airport 
which cost twelve billion dollars, or something like that, was outside 
of this because you have been spending twenty-five million dollars 
up to March, and the building of the airport came later: besides which, 
the construction and labor and so forth and so on—yet the money re- 
quired —you actually spent more than twelve billion dollars. 

So you include that, you say, in the twenty-five million dollars. 
That is really a mistake. 

H. M. Jr: Now, let me just understand. I take it that the question 
of paying for the food and lodging of our troops in China, you want 
to assume that obligation. Is that right? 

Dr. Kung: Yes. 

H. M. Jr: So that is put to one side. That is separate from what 
we are discussing here. And you want to do that after the first of 
July? 

Dr. Kung: Yes, we will do that. 

H. M. Jr: Well, that is very, very generous, and may I say thank 
you. j 
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Now, Adler, do you mind giving us what the expenses were, say, 
for July 1 to January 1, 1943? 

Mr. Adler: Approximately a hundred million dollars. 

H. M. Jv: For six months? 

Mr. Adler: Yes, approximately. Ihave the actual table here. 

H. M. Jr: Do you have it, General Carter? 

General Carter: Yes. 

(Mr. Adler hands the Secretary table of figures.) 

Mr. Adler: This is the total from October, 1941, to January, 1944. 
This is in U.S. Dollars, the total is one hundred and thirty-seven 
million, of which by far the larger portion was incurred from August, 
1943. The Chengtu airfield was started in January. 

H. M. Jr: We are going to give you something to eat at one o'clock, 

Dr. Kung: All right, I am not hungry. 

H. M. Jr: I am watching the clock because, as you know, it is very 
difficult downstairs to come up here again. 

Mr. Adler: Over eighty percent of the expenditures were incurred 
from August, 1943, to January, 1944. 

General Clay: Our total expenditure for the fiscal year 1943 was 
twenty-three million. It was climbing from practically nothing at 
the beginning of the year to five million a month at the end of the 
year—fiseal year: and the fiscal year 1944 our expenditures in China 

averaged about eleven million dollars a month. 

Mr. Adler: Of course, the last five months we didn’t advance any 
money. 

General Carter: The last month was twenty-seven million, and the 
month before that, twenty-three. 

General Clay: Now, of course, a good many of these expenditures 
are not wiped out under this arrangement, anyway. 

General Carter: That is right. Those ave our dollars. and a good 
many of those expenditures are not wiped out. 

General Clay: Mr. Secretary, in the War Department we don't want 
to bə unjust to Dr. Kung—in the position of bargaining. In the in- 
terest of quick and prompt settlement, particularly in view of Dr. 
Kune’s offer with respect to the continuance of the food and lodging 
proposal, we would be very glad to ofi an additional hundred mil- 
lion dollars to the twenty-five that has been paid, or a total of one 
hundred and twenty-five million for a full settlement of the obliga- 
tions other than food and lodging up to the 30th of June, and then go 
on the basis that we explained. 

H. M. Jr: You will have to say it again. I don’t get your proposal. 

General Clay: We would be very glad to make our additional pay- 
ment to the Chinese Government for the yuan advanced and for the 
construction and operation and maintenance of installations which 
they have given us, covering the period from February to June at 
the twenty-five million rate, making a total payment of one hundred 
and twenty-five million dollars, or a hundred million more than we 
have paid, cleaning the slate as of June 30—not intended to cover the 
food and lodging given to us by the Chinese Government which they 


are willing to continue. 
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It would be extremely helpful to us in our settlement of accounts 
if we could reach that understanding with Dr. Kung. In fact, we 
would like to go back to Washington and pay it before you take away 
our balances for last year’s appropriation! Tt is very important. 

H. M. Jr: Anything left over, you see. we take back into the Treas- 
ury. 

You were addressing yourself to Dr. Kung, weren't you? 

Dr. Kung: Well, that is a very generous offer. General Clay, to in- 
crease it to a hundred million dollars, was it ? 

General Clay: That would make a total of one hundred and twenty- 
five million, of which twenty-five million has been paid. 

Dr. Kung: 1 think we are not quite satisfied about the airport be- 
cause all the time while this war is going on, of course, always there 
is some construction, some building, and so forth and so on. If my 
memory serves me right, you were spending last vear, before January, 
each month, something like twenty or twenty-five million U.S. dol- 
lars in China. That is credited to the account here in New York and 
the Central Bank gave you Chinese national dollars according to the 
oflicial rates. You were spending as much as that. 

Then there is no question about the Chengtu airport—what I refer 
to now as the Chengtu airport. Before that you were building some in 
Kunming, and here and there. But the Chengtu airport was an en- 
tirely clitferent thing, because vou wanted to build an airport to use 
the 13-29s to bomb Japan. We were told the American Government 
would pay for that. 

Now, in construction of the airfield they spent a lot more money 
than what appears in the paper because we conscripted nearly half 
a million people. We fed them. And people's houses were torn down, 
and we had to build roads, we had to buy land, and all that has been 
paid by the Chinese Government. Tt is all what we consider the Amer- 
ican part of expenditures for building this airfield, that was requested 
by vour Army’s orders. 

You want that much money advanced, to be settled later on. Now 
if you are going to include that with everything—well, there it is. 

H. M. Jr: May I say something? Two things may I point out to 
you, both of which I am surgthat vou recognize? One, the airfields 
are yours when the war is over; they ave there and should belong to 
the Chinese Government. That is number one. I mean these Chengtu 
airfields. That is right, isn't it? There are no strings? 

Mr. Vinson: There have been no strings tied to them. 

H. M. Jr: Lam talking correctly? All right. They might take 
me out and shoot me, you know. I am a very nervous man! 
(Laughter) 

The other thing is. unfortunately. we have no record other than the 
telegram from the President to the Generalissimo, which you can 
read yourself, in which is described what this would be, and we are 
of the honest opinion that that was all-inclusive, 

Dr. Kung: Mr. Secretary, 1 think that during the Cairo Confer- 
ence they did talk about it. 
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H. M. Jv: J will also be honest. I have asked to find out what they 
said there. There is no written memorandum—1 don't know whether 
the Generalissimo wrote anything down, but Mr. Roosevelt didn't. I 
have asked him, because the whole question came up about the loan. 
and all that. I have asked him a couple of times. There is nothing 
written—he made no notes. —— 

Dr. Kung: He just said something to the Generalissimo because he 
came back and told me—he said, “I advanced this money; President 
Roosevelt agreed to pay for that.” 

H. M. Jr: But then this cable we read came after the Cairo Con- 
ference. 

General Clay: May I say to the Doctor—and I think this is impor- 
tant from our viewpoint—in arriving at the over-all figure, we real- 
ized that it was impossible to do so on the basis of any exchange rate; 
that it was impossible to get that kind of a comparison of costs. So 
we developed in an approximate way what these various improve- 
ments would have cost us here in the U.S. as a basis for determining 
what we should pay. It would cost us approximately ten million dol- 
lars in this country to build one of the Chengtu airports, and we have 
used that figure in arriving at the over-all figure as to what would be 
a reasonably fair and comparable basis of settlement. 

In that way we are not establishing an exchange rate and we have 
not tried to evaluate this on an exchange rate. We have tried to reach 
an approximate total which it would have cost us to have done the 
same thing in the U.S. And that was the only fair and reasonable 
basis in which we could get an over-all approximation of what our 
obligation was. 

H. M. Jr: That is the group of airfields he is talking about ? 

Dr. Kung: One airfield. 

General Clay: About ten million dollars. 

Dr. Kung. For nine it would be ninety million? 

General Clay: Each of the airport constructions involved over there. 
the average value would be about that, yes. 

Dr. Kung: Well, General Clay, vou know the prices differ, and you 
can never take one country’s standard and apply it to another coun- 
try. Before the war, labor in China oyly cost you. say, ten cents of 
your money. Now we pay twenty cents. In this country you pay 
twelve dollars for a carpenter who builds houses. If we are going to 
apply a standard of one country to another country, I don't think you 
can work that way anywhere. 

H. M. Jr: I agree with you. Might I suggest now, Dr. Kung, so 
that the food will taste good. that we adjourn now? We will go down- 
stairs and have a little lunch. Then, if it is agreeable to you, we will 
come up again. Is that all right? Do you want to go to your room 
frst? 

Dr. Kung: Yes, I think I will go to my room first. 

H. M. Jr: These gentlemen are going to join us, aren't they? They 
have been invited. 

(The meeting adjourns for luncheon.) 

(American Delegation reconvenes at 2:15 p.m.) 
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H. M. Jr: General Clay, let me just ask you this question. It both- 
ers me a little bit. This argument about including or excluding the 
big airfield—is it perfectly definite in your mind that this is all-in- 
clusive? 

General Clay; Yes, sir. 

HLM. Jr: May L just be the devil's advocate a minute, because the 
figures, of course, do show twenty-three million for December, before 
we started the airfield, and then after we started the airfield, things 
didn’t run up very much more rapidly. 

General Clay: These expenditures of ours that ran up so highly 
resulted from our having to go in and contract for a great deal of this 
construction work that the Chinese had promised to do for us, and 
having to contract for them at twenty to one. So while our expendi- 
tures did run up to twenty-three million dollars, a very substantial 
part of that was in paying for the construction work which up to that 
time the Chinese had agreed to do, and paying for it at the artificial 
twenty to one rate. 

General Carter: And only about a million dollars of that monthly 
expenditure—less than a million dollars—applied to pay of troops. 

General Clay: Putting it another way, we have actually performed 
by contract with the American Government a good deal of the work 
on the Chengtu airports. Subsequent to March first we paid for 
those contracts with the money advanced to us by the Chinese; prior 
to that time we paid for it in Chinese funds purchased at twenty to 
one. 

General Carter: When the black market rate was running around 
a hundred to one. 

H. M. Jr: Let me put it another way. T just want to get this clear. 
I am afraid he is going to throw back at you the fact that you said 
nine airports and they cost ten million dollars apiece in this country. 

General Clay: That is all right, sir. The only thing we are under 
obligations to pay the Chinese, and the figure we are agreed to pay, 
is approximately twelve billion yuan, which was their own estimate 
of the cost to them, plus the funds advanced to us for the construction 
of the Chengtu airports and the road system. $ 

Of course, the food and logleing was evaluated at two billion dol- 
Jars, and the remaining Chinese claim of four million, four, was for 
those airports that were constructed in other parts of China, and 
largely prior to the U.S. Army moving in. We have never agreed to 
pay for those, and the only agreement on the part of the U.S. Army 
was to pay for the expenditures after the first of February, and all 
of our expenditures since that date have been on the Chengtu airports 
and the roads. 

General Carter: Except for pay of troops. 

General Clay: Yes, which is a very small part. 

H. M. Jr: I think that is a good point. So your feeling is that a 
hundred million dollars in addition to the twenty-five 

General Clay: Yes, sir. 

Mr. Vincent: I would like to be sort of assistant devil's advocate, 
though, that at the time—because we do have a gap in what the Presi- 


dent had to say—at the time the President mentioned the twenty-five 
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million we were spending twenty-five million—it was only subsequent 
to that time that Chiang Kai-shek said that as of March first we have 
to look after our own expenditures. 

Mr. Adler: The Presidents message was a reply to the Generalis- 
simo's ultimatum. The Generalissimo said as of March first we would 
have to look after our own expenditures—twenty to one. 

Mr. Vincent: Because we wouldn't give them a billion dollars. 

Mr. Adler: That is right. Then the President offered the twenty- 
five million a month. 

Mr. Vincent: He didn't offer that twenty-five million before that. 
I was trying to get at whether the twenty-five million was mentioned 
before this ultimatum of the Generalissimo. 

General Clay: No, it was after that. The reason for that figure 
was in answering the ultimatum from the Generalissimo the Secre- 
tary of the Treasury asked us to make an estimate as to what our ex- 
penditures would be in China for the next several months, including 
the cost of the Chengtu airports. We made that estimate in Chinese 
yuan, based on the estimate which we received from the Theater, and 
converted it into dollars at a hundred to one. And it was the con- 

version at a hundred to one rate which made that estimate in yuan 
turn into twenty-five million dollars a month, American money. 

Mr. Vincent: In spite of what Kung says, then, a hundred to one 
is still—he says you are working on two hundred to one, or one hundred 
and fifty to one, but my own estimate would be that a hundred times 
one hundred and twenty-five million is twelve billion, which is exactly 
where vou come out. 

General Clay: That is right, the exact figure that the Chinese claim 
for these airports is twelve billion three hundred million, and our 
rate of payment would be approximately at a hundred to one. 

Mr. Vincent: Yes, so you haven't changed the rate, although he got 
away with that statement. 

General Clay: I think that is true. Although perhaps we haven't 
made clear to him that out of his original claim of seventeen billion 
there was four point four billion for all the airport construction that 
the Chinese had done prior to Chengtu and which we have not ac- 
cepted as an obligation. 2 

Mr. Vincent: Although you have mentioned twelve billion as the 
figure you have in mind. 

General Clay: And explained the other. But we have never, and 
should never accept that four billion four hundred million as an 
obligation. 

Mr. Vincent: Iam mentioning this because I think we should avoid 
being drawn into any arguments where a hundred to one is the basis 
we should use. Your previous basis is far sounder than a hundred to 
one. 

General Clay: It has to work out about that way. 

Mr. Vincent: Yes. 

H. M. Jr: Well, I think it would be helpful if you kind of re- 
viewed that to them. I mean, just tell them how we arrived at this 
thing. Does anybody remember the date of the Cairo meeting? 

General Clay: December. 
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Mr. Adler: No, November 28. 

General Clay: It may have started November 28, but it ran to 
December. 

H. M. Jr: This cable was when? 

Mr. Adler: It was delivered by Ambassador Gauss January 28. 

Mr. Vincent: The one with the twenty-five million in it? 

Mr. Adler: Yes. 

Mr. Vincent: But was it done on the basis that the President might 
have mentioned twenty-five million in Cairo? 

General Clay: No, he didn't mention twenty-five million, or any 
sum. He simply stated that the U.S. was willing to assume the re- 
sponsibility for financing the airports to be built in China. 

Mr. Vincent: At which time he had in mind this Chengtu 
development ? 

General Clay: When the Generalissimo came back with his ulti- 
matum was when we proceeded to finance that obligation; we agreed 
fully to the obligation, but pointed out that there still had to be an 
agreement as to the amount of U.S. dollars that would be advanced 
in consummation of the agreement. 

In other words, there had been no agreement on the part of the 
President as to the number of dollars that he would provide to finance 
that expenditure. And it was very obvious to us that the President 
did not intend to finance it at twenty to one. 

Mr. Vincent: 1 think you are very sound in sticking to that and 
that the cost of production parity, or whatever you want to call it, 
is the basis. i 

I will say this, which is a little discouraging—everybody came in 
before the rest of us did down there—Kung simply said to me, “We 
seem to be fundamentally miles apart.” 

H.M. Jr: Oh, well 

Mr. Vincent: We will see what he says. 

Mr. Adler: My impression is that he didn't realize the offer you 
were making covered the airports. Ie thought it was for other stuff. 

General Clay: Oh, no. 

H. M. Jr: May I read this just once more? After all, this was sent 
when? e 

Mr. Adler: Transmitted by Ambassador Gauss. 

Mr. Luthringer: I think January 25. 

Mr. Adler: It says in the cable dated January 28 that Ambassador 
Gauss said he had transmitted this message to the Generalissimo, but 
I don’t. have the date of transmittal. 

Mr. Vincent: I don’t think any of us know. 

H. M. Jr: We will say between the 20th and 28th. Let me just 
read this part once more. Now, this is a result of the Generalissimo 
saying what to the President ? 

Mr. Adler: “You will have to look after your own expenditures at 
(wenty to one.” 

H. M. Jr: Then he comes baek—“ Meanwhile, I should like to make 
this specifie suggestion, Just before receiving your message, I ap- 
proved instructions of General Stilwell and Gauss to take up urgently 
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with your Government the question of military expenditures in China. 
So 1 should like to suggest the arrangement such as General Stilwell 
and Gauss are authorized to propose be adopted tentatively on the 
understanding that Army expenditures in China during the next few 
months can be expected to be somewhere in the neighborhood of 
twenty-five million U.S. dollars each month.” 

What does that refer to—the arrangements? 

Mr. Adler: Stilwell and the Ambassador were supposed to take it 
up. 
Mr. Vincent: The arrangement is on the basis of trying to get a 
realistic rate of exchange. 

H.M. Jr: But they never agreed to anything? 

Mr. Vincent: No. 

H. M. Jr: “Furthermore, since you say your govermment is not in 
position to continue any direct maintenance of American troops in 
China, this Government, in order to cover all of its military expendi- 
tures in China, including such maintenance as well as construction, is 
prepared to place to your account U.S. dollars equivalent of any 
Chinese funds made available under general arrangements that will 
be suggested by General Stilwell and the Ambassador.” 

Now, that didn't happen. The second paragraph didnt happen 
because they have been paying. 

General Clay: That is right, sir. 

Mr. Vincent: As Mr. Adler very well points out, that “further- 
more” isa rather damaging bit of verbiage there. 

HOM Js bees 

Mr. Vincent: Well, because in paragraph one you have the twenty- 
five million, and then you say “furthermore ý 

H. M. Jr: Yes, but the second never happened. 

General Clay: No, but “furthermore” was again the over-all ex- 
penditure which was twenty-five million dollars, U.S. 

Mr. Vincent: Tam not making an argument here, Tam just point- 
ing the thing out—being the devil’s advocate a bit. 

H. M. Jr: Of course, this is most likely a paraphrase. 

Mr. Vincent: Yes, you turn it around. 

General Clay: I am perfectly sure if was clear to other people in 
China, and made clear to the Chinese that the twenty-five million 
dollars was over-all right from the beginning. Isn’t that true, Mr. 
Adler? p È 

Mr. Adler: I think so, yes. 

H. M. Jr: Then may I suggest, I think if you would kind of go 
back and trace the whole thing and explain how we arrived at the 
cost. The pay of our troops is over a million dollars a month. Show 
how we arrived at that, after Cairo. Whatever they said was the 
President's word to the Generalissimo, this is our magna charta. 
Based on that, “We have got twenty-five million a month, so we would 
be very glad to pay you another hundred million dollars"—and I 
would say again that “I may take that away from you any time.” 

Mr. Vincent: General Clay, let's get clear here so we don’t get tied 
in knots—*. . . suggest an arrangement such as General Stilwell and 
Ambassador Gauss are authorized to propose”—he is going to ask 


what that is. 
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Now, the general arrangement. had something to do with the rate 
of exchange—rather hidden rate of exchange. 

General Clay: That is very true, but the arrangement which they 
were authorized to propose at that time was the equivalent of a hun- 
dred to one rate, but it was to be reviewed each three months. 

Mr. Vincent: If he asked what that arrangement was, we can't say 
that we don't know. 

Mr. Luthringer: Wasn’t roughly, general, the idea to have official 
rate plus an exchange sum ? 

General Clay: That is right, under Reverse Lend Lease. 

Mr. Vincent: They were voing to stick to twenty to one, and eighty 
was the exchange. It was never known whether Gauss and Stilwell 
proposed to take that eighty dollars—U.S, dollars—and put it into 
Reverse Lend Lease—I don't know 

Mr. Adler: They never got that far. 

General Clay: They were supposed to come back here for final ap- 

roval. 
p General Carter: General Stilwell wouldn’t have dealt on the twenty 
to one, because he was the one requesting a realistic rate right from 
the beginning. 

H. M. Jr: In view of this, 1 don't think I would read from that cable. 
You can just quote it, ad lib. 

Adler, you might tell them if they are there to let us know. 

(The Chinese Delegation enters the conference.) ; 

H. M. Jr: If it is agreeable to you, Dr. Kung, I would like Gen- 
eral Clay to go back and review the various negotiations that the 
Army has had during the past few months, chronologically—if that is 
agreeable to you. 

Would you proceed, please, General Clay ? 

General Clay: Yes, sir. é 

As you know, Dr. Kung, the question of construction of the Chengtu 
airports and roads was a question which came up early in 1944 and at 
that time you raised the question of the inability of the Chinese Gov- 
ernment. to finance the construction of these airports, and we agreed 
that we would undertake the financing and the construction of the 
Chengtu airports as part of ow: overall responsibility for this common 
war of ours; no agreement being made, of course, at that time, as to 
how much that meant in American dollars or even in yuan. 

Now, since that date, and up to the 30th of June, you have made 
available in services, goods, food, and yuan, a total of approximately 
fourteen billion yuan. You had an original figure of some seventeen 
billion yuan as your total expenditures, of which approximately four 
point four billion yuan were for other airports than the Chengtu air- 
ports that were constructed: partly for AVG and partly prior to our 
entry into war. 

Removing that as an obligation, under your figures we would have a 
total expenditure made in our behalf of approximately fourteen point 
two billion, of which one point nine billion was for food and lodging. 
_ So the obligation that we are speaking about, which we agreed to 
incur, is an obligation of approximately twelve to twelve and a half bil- 
lion yuan. And now we are offering in final settlement of that, one 


hundred and twenty-five million dollars, of which twenty-five million 
dollars has been paid. l 
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I bring that out because as we were leaving, you referred to our 
original conversation in Chungking when we were speaking of an ex- 
change at a hundred to one rate. We are not speaking of this in terms 
of exchange now, but 1 would like to bring out that that one hundred 
and twenty-five million does have that somewhat rough relationship 
to the twelve billion obligation. 

In our commitment we, I think, made it clear that the twenty-five 
million a month that we had in mind to spend as our expenditures in 
China, did include the construction of the Chengtu airports. Now, 
the reason this question came up, and while it is true that prior to 
that time our expenditures had reached twenty-three million, that was 
based on the old official rate of twenty to one, and it was the values 
that we were getting in terms of what we could have gotten in this 
country that alarmed us and caused us to bring up this entire question. 

When we saw you in Chungking we were greatly alarmed because 
we didn't feel that we could justify to our Congress the expenditures 
of the type that we were making, for the value received. We still feel 
that one hundred and twenty-five million dollars is a fair representa- 
tion of the value we have received, that is in accord with the discus- 
sions which we had with you in Chungking. 

And once more I would like to point out the importance to us of 
closing this out, because we have it set up as an obligation in our 
last year’s appropriation and we must close it out, and we must close 
it out soon or we lose the money. We have to turn it back to the 
Secretary of the Treasury and we have not made any allowance for it 
in our new budget. So we are in a very urgent position with respect 
to a final closing out of the account. 

Dr. Kung: Well, Mr. Secretary and General Clay, I think that in 
order to settle this we must clear up something I just referred to be- 
fore noon. 

Will you (Mr. Kuo) please read that telegram? This is a telegram 
from President Roosevelt to Generalissimo Chiang Kai-shek. 

Mr. Kuo: I will read the two final paragraphs: “Meanwhile, I 

should like to make this specific suggestion. Just before receiving 
your message I had approved instructions to General Stilwell and to 
Ambassador Gauss to take up urgentty with your government the 
question of our military expenditures in China. I should like to 
suggest that an arrangement such as General Stilwell and Ambassador 
Gauss are authorized to propose be adopted tentatively on the under- 
standing that our Army expenditures in China during the next few 
months can be expected to be somewhere in the neighborhood of 
twenty-five million dollars each month. Furthermore, since you say 
that your government is not in a position to continue any direct main- 
tenance of American troops in China, this Government, in order to 
cover all of its military expenditures in China, including such main- 
tenance as well as construction, is prepared to place to your account 
the U.S. dollars equivalent of any Chinese funds made available un- 
der general arrangements that would be suggested by General Stilwell 
and the Ambassador.” 

H. M. Jr: That 1s correct. 
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Dr. Kung: It does seem that the special construction of the air- 
field and other expenses are outside of the general expenses of the 
twenty-five million dollars. 

H. M. Jr: Oh, no—I am positive.. 

Dr. Kung: Well, that was our understanding. 

H. M. Jr: Pardon me. I don’t see— 

Dr. Kung: “Furthermore™ 

H. M. Jr: It says here “. . . on the understanding that our Army 
expenditures in China during the next few months can be expected 
to be somewhere in the neighborhood of twenty-five million dollars 
each month, 

_“Furthermore, since your government is not in a position to con- 
tinue any direct maintenance of our troops, this government, in order 
to cover all of its military expenditures in China, including such main- 
tenance as well as construction, is prepared to place to your account 
U. S. dollars equivalent of any Chinese funds made available—” 
The “Furthermore,” as I read it, means furthermore, since your gov- 
ernment is not in a position, and so forth. 

Dr. Kung: “. . . prepared to place” 

H. M. Jr: “. . . to your account the U.S. dollars equivalent of any 
Chinese funds made available.” 

Dr. Kung: Up to that time you were spending something between 
twenty and twenty-five million dollars, and because the prices have 
gone up, according to the exchange of twenty dollars, it would cost 
you not twenty-five million but fifty million. Therefore, you took 
that matter up. The'prices are going up. You say, “The top limit 
we can spend is twenty-five million dollars.” What did you spend 
before? That is one thing. ale 

Another thing is, you come with this special request of building 
special airports around Chengtu. This is only Chengtu; other places 
are not included. And we were given to understand that money was 
to be paid by the American Government, and American troops com- 
ing into China to be entertained are also increasing in proportion. 
And General Hwang made this report to the Generalissimo. The Gen- 
eralissimo said, “Well, the cost is too much; we can't properly finance 
it.” So he wired to the President, or spoke to the President. The 
President said, “we will take care of that.” 

Now, take the Chengtu airfield; that cost quite a little money. 1f 
you say that twenty-five million dollars includes all that construction, 
you might as well say—you spent five or six times more than that. 

H. M. Jr: May I interrupt you? 

In the first place, during this period our maintenance of troops 
amounted to a million dollars a month; everything over and above 
that went for construction. Now, in this thing here, while the con- 
versations that President Roosevelt had with the Generalissimo in 
Cairo were in November or December, this cable was delivered in 
China somewhere around January 28. So it was after that, and it was 
in reply to a cable from the Generalissimo. 

After the President sent this cable to the Generalissimo, as far as 
we know—in fact, we do know—there was no further response from 
the Generalissimo to the President since January 28. 
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Now, the only thing in here which 1 would like to point out, be- 
cause I am trying to be fair, is we say, “Furthermore, since you say 
that your Government is not in the position to continue any direct 
maintenance of American troops”—but you did maintain them. You 
have been maintaining them, do you see ? 

And in this consideration that we are talking about, the one hundred 
and twenty-five million dollars, we credit you for Lend Lease in 
Reverse for the maintenance of our troops. 

That is right, General ? 

General Clay : Yes, sir. 

H. M. Jr: Have I made myself clear? 

Dr. Kung: You can go ahead and finish. 

H. M. Jr: I will just say it once more. 

Evidently when President Roosevelt cabled you on the 28th it was 
his impression that the Chinese Government had said that they could 
not maintain our troops, but you have maintained our troops. And I 
want to point this out to you: When we suggested one hundred and 
twenty-five million dollars as a final settlement for U.S. Government 

expenditures in China up to and including June 30, we excluded main- 
tenance of troops and credit you with that amount in Lend Lease in 
Reverse. 

Is that right? 

General Clay: Yes, sir. 

General Carter: Yes, sir. 

Mr. Chi: May I mention another fact that may be relevant to this 
discussion? Dr. Kung told me that when the Generalissino talked 
to the President in Cairo he indicated to President Roosevelt.that as 
far as the building of the Chengtu airfield is concerned, China will 
provide the land. I think that seemed to indicate that the Chengtu 
airfield is considered a special case. 

H. M. Jr: May I just say this? Unfortunately the heads of your 
government and my Government didn’t furnish the Minister of Fi- 
nance with any memoranda, and we are left with the very unpleasant 
task of picking up the pieces, I have no doubt that at Cairo the 
President said to the Generalissimo, “Will you build for us these 
Chengtu airports?” And undoubtedly, the Generalissimo said yes. 
But neither of them, at least as far as I know, and I have asked—I 
can only talk for President Roosevelt—whatever the President said, 
he didn’t turn to any secretary and say, “Please work out an agree- 
ment.” 

Now, whatever the Generalissimo had in his mind, whatever was 
said there, I am in complete ignorance of. The President did send a 
cable which was received vi or about the 28th of January by the Gen- 
eralissimo in which the President pointed out that we would deposit 
twenty-five million dollars a month, which would take care of every- 
thing, including maintenance of troops. We have had no answer, ofli- 
cially, since then. 

_Js that right, Adler? 

Mr. Adler: Yes. 
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H. M. Jr: 1 mean, there is no answer from the Generalissimo or 
from Dr. Kung to me. Therefore, the only piece of paper I have to 
go on is this. And I have pointed out to you, because I wanted to be 
fair, that we are excluding what you have done in the way of main- 
tenance of troops and give you credit for that in Lend Lease in Re- 
verse outside of the one hundred and twenty-five million dollars. 

Now, I have pointed that out to you. I didn’t have to, but I want 
to be fair. There is no other written document other than this tele- 
gram which Dr. Kuo has in his hand now. If you have anything else 
in writing, I wish you would let me have it. But these heads of gov- 
ernments move very fast and then we poor Ministers of Finance are 
supposed to sweat it out in Bretton Woods. 

Mr. Kuo: Mr. Secretary, may I suggest one thought? The phrase 
“* * * in order to cover all of the military expenditures in China, is 
prepared to place to your account the U.S. dollars equivalent of any 
Chinese funds made available under general arrangements,” and so 
forth. seems to suggest that 1t may be over and above the twenty-five 
million. 

H. M. Jr: Now, Lam going to have to ask you to say it again, please. 

Mr. Kuo: I say the phrase “* * * is prepared to place to your 
account” 

H. M. Jr: What line are you reading? 

Mr. Kuo: The last paragraph: “* * * is prepared to place to your 
account the U.S. dollars equivalent of any Chinese funds made avail- 
able”—that seems to suggest that that sum may be over and above the 
twerlty-five million mentioned in the previous paragraph, doesn’t it? 

Dr. Kung: Mr. Secretary, if you will allow me—— 

H.M. Jr: Excuse me one minute, Dr. Kung. 

Mr. Vincent: So far as that paragraph standing by itself is con- 
cerned, that deals with the maintenance of troops. 

General Clay: I think the whole idea was that we were trying to tell 
the Generalissimo that we were not only prepared to meet his cost of 
construction, but we were willing to go still farther and bear the cost 
of the maintenance of our troops which had been borne by the Chinese 
Government prior to that time. If you subtract the airport fund out 
of this, there remains one point nine billion yuan. 

General Carter. In other words, the twenty-five million would be 
far in excess of our requirements. 

H.M. Jr: Dr. Kung wanted to say something. 

Dr. Kung: Mr. Secretary, 1 will give you what 1 understood to be 
the case. At Cairo when Generalissimo Chiang Kai-shek and Madame 
Chiang had a talk with the President about the critical situation in 
China. and especially the economic situation, the President was kind 
enough to say he was greatly concerned; he wanted to do everything 
he could to help—in fact, he himself has found a formula and that 
formula he also told the Generalissimo and Madame Chiang. and he 
wrote me a letter and told me about it. At the time he reste 
upon his return he would consult with you, Mr. Secretary and also 
asked me to come to the United States to talk over things. j 

H. M. Jr: I want to get thut letter, Adler. ” 

Mr. Adler: Yes, sir. 
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Dr. Kung: Now, when the Generalissimo returned, he told me the 
whole thing, and I said it was very good of the President, but I saw 
the difficulties of his proposed plan and I had my doubts whether you 
could support his suggestion. $ : 

But Madame Chiang said. “Mr. President, you are very kind. Sup- 
pose that proposition cannot work ?” 

H. M. Jr: What proposition, Dr. Kung? s 7 

Dr. Kung: Well, he said that the American dollars will buy Chi- 
nese currency in China. 
Mr. Adler: To burn Chinese currency, is that the suggestion ? 

Dr. Kung: Yes. 

Mr. Adler: To use American dollars to buy up Chinese currency 
and then burn the Chinese currency. 

H. M. Jr: Oh, yes, I remember now. And then to make a final set- 
tlement later on. 

Dr. Kung: Yes. And Madame Chiang said, “Mr. President, if that 
proposition cannot be worked, would you think of something?” 

He said, “Yes, 1 will do what 1 can. 1 will think of something 
else.” 

This time when I saw him he said he was anxious, he wanted to find 
some formula. But unfortunately the formula he suggested was not 
workable. 

Then the Generalissimo’s idea was to secure a loan from America. 
I told him that was impossible. We don’t want to make any difficulty 

- for the President or Mr. Morgenthau. In view of the favor of a pos- 
sible loan from America to help us because of the budget we have to 
meet and of the financial situation which faced a crisis, the General- 
issimo wired to the President saying that after February, from the 
beginning of March first, China is not in the position to take care of the 

American needs in China. That brought this letter, just read, back 

from the President. The President then authorized General Stilwell, 

also Mr. Gauss came to see me. 

I think one day when Stilwell was not there General Hearn came 
with Ambassador Gauss and George Acheson—and you happened to 
be there, didn’t you? 

Mr. Chi: Yes, I was there. - a 

Dr. Kung: Now, here is the memorandum in answer to the memo- 
randum presented by Mr. Gauss. It is rather long—of February 7. 
The conclusion was this: “With reference to the airfield now under 
construction in the Chengtu area, the cost for construction and other 
expenses will be paid by the United States Government. The United 
States will lend these funds in accordance with the previous under- 
standing. However, as a manifestation of our desire to be of assist- 
ance, China will bear the cost for the purchase of land needed for this 
purpose.” 

H. M. Jr: This is the memorandum from Mr. Gauss? 

Dr. Kung: No, from the Chinese Government to Mr. Gauss in an- 

swer to the memorandum presented by Mr. Gauss, 

Mr. Vincent: I haven’t seen it, but I don't see that that alters the 
situation. That is his proposition. I remember at that time—I wasnt 
in the State Department—I read the conversation, however, that the 


MORGENTHAU DIARY 1193 


two Achesons had with him, at which time Dr. Kung—have you got 
what the proposition they brought you was, at that time? 

Dr. Kung: That is a question of the rate. 

Mr. Vincent: Yes, all the way through this was the question of the 
rate. That gave you the Ambassador's answer to a previous proposi- 
tion you had made, which, my recollection is, was the proposition of 
twenty to one with a supplementary ten dollars. 

Dr. Kung: The American official rate is twenty dollars. You said 
that would make your military expenditures too high, therefore the 
Chinese Government was willing to give forty; that is, instead of one 
dollar for twenty, 1t would be one dollar for forty, but the other would 
be considered as a contribution from the Chinese Government. Then 
there was a time—your people first wanted sixty, then wanted eighty, 
then wanted a hundred; and then from one hundred, jumped to one 
hundred and sixty, and then to two hundred: then one time they sug- 
gested the American dollar was worth three hundred. Of course, we 
couldn't understand that basis. 

Finally when you saw the reason why China could not lower its ex- 
change rate, you began to talk about just a lump sum—the American 
Government would give a certain amount of money a month. And 
the reason why Mr. Acheson was there—he came down from three 
hundred and two hundred. and now to a hundred and something. 
The Chairman of the Board of Directors of the Chase National Bank 
came to see me in Washington the other day. He is the Treasurer 
of that philanthropic fund to China. Mr. Adler came to see me to 
see whether the Chinese Government would allow their drafts to be 
sold because officially they get too little, and they need more money 
because they can get a better rate from the market. I agreed to that, 
provided they sold their draft to some reputable merchant. The 
money would be kept in America for future purchase. And you know 


what happened ? 

H. M. Jr: No, sir. ke A 

Dr. Kung: Mr. Acheson told me the other day that the first draft 
sold for nearly three hundred. Recently they sold for sixty dollars, 
and a twenty-thousand or thirty-thousand dollar draft cannot be sold. 
The market now, the latest I Weard, had dropped to where a thousand 
dollar draft sold for fifty-three dollars. 

Mr. Koo: That market is absolutely normal. 

Dr. Kung: So you say your American dollar is worth so much. As 
I told you, 1 am perfectly willing to have you take your notes and 
sell on the market and get the dollars and use them. 

I think the Chengtu Airport is only about four billion on your 
account. 

Mr. Adler: These figures are based on reconciliation of your figures 
of April 19 with the Army's figures. So they are practically eoin- 
oaot There is very little difference. 

r. Kung: Mr. Secretary, I am perfectly willing to accept the 
suggestion made by General Clay, an a A j thik is, I 
am willing to accept the lump sum you offer to clear the account for 
this calendar year up to June 30 for the Army expenditures, except 
quis de the Chengtu airfield. We have spent so much money, but we 
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only charge you very little. What you are supposed to pay is only 
four billion dollars, Chinese money. And we are paying the major 
portion of it. I think what is charged to your account is about four 
billion dollars, Chinese. 1 think that should be settled outside of 
this—and the board and lodging of your Army in China, including 
your Army’s increasing number. y 

A year ago you had only about nine thousand men. But before I 
left, you had twenty-three thousand. And I think the number is in- 
creasing. We wanted to entertain our comrades, but your Govern- 
ment has stated it wanted to pay your military expenditure, and we 

will let you pay that. 

As I stated before, I wish China were in the position to finance the 
whole thing. We appreciate what you have done, what your Govern- 
ment has done, and we appreciate what you will do in the future. If 
we borrow any money from you, we will have to pay it back in the 
future; because after the war certainly your Government cannot just 
go on giving so much money to China. I know you can’t do that. We 
are not asking you to do anything like that. But during the war— 
we all share this common struggle, and we want to share our resources, 
and since America is the stronger, richer, I think it really won’t hurt 
America, and I think your people, your Senate, your Congress would 
understand, because, after all, in war you cannot say how much it will 
take to win a certain war or a certain battle. To us China is a battle- 
field in the fight against Japan. If you can say you want twenty-five 
million a month, how much is that; that is only three hundred million 
a year, in comparison with what you have spent to capture the Solo- 
mon Islands. 

I think you are justified in spending any money in China in order 
to crush Japan. 

H. M. Jr: There is no argument about that. 

Dr. Kung: If I go back and should discover a gold mine in China, 
I would pay the whole thing for you! 

H. M. Jr: I am sure you would. That is your reputation. 

Now, let me just understand, Dr. Kung. What you are saving to 
us is this: that you are willing to say as of the 30th of June that if 
we have paid you up to and including one hundred and twenty-five 
million dollars, United States Government debts to China are wiped 
out, with two exceptions. One, we give you a credit for maintaining 
our troops on Lend Lease in Reverse. Isthat right? 

Dr. Kung: Yes, yes. , 

H. M. Jr: And, two, you still want to exclude the cost, I take it, 
of land and construction. 

Dr. Kung: The land we don't want; only construction. Land we 
paid and labor we paid. We have paid part of the labor. 

H. M. Jr: Is there anything else, I mean, in connection with the pur- 
chase of the land and construction, and so forth, of Chengtu, you say 
four billion yuan ? 4 

Dr. Kung: We have spent twelve billion; we are only going to 
charge you four billion. : 

H. M. Jr: There is nothing else—land or anything ? 

Dr. Kung: No, land is outside. Rises A 
Mr. Adler: That is outside. That was in the Generalissimo’s cable 
President. A 
toe M. Jr: Now, then, let’s just look forward a minute. 
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Then our proporal is that for July, August, and September we pay 

you twenty million dollars a month, and in addition China acts as 

host to the American troops for food and maintenance, and we give 

you credit on that in Lend-Lease. Is that right. 

à Dr. Kung: Yes, that is my proposal. But why should you, for 

. July, August, and September, change the quota from twenty-five mil- 
lion to twenty million? 

H. M. Jr: I can answer that: because we are through with the con- 
struction of the airfields. 

Dr. Kung: No, the construction—— 

H. M. Jr: Aren’t they completed now? 

„Dr. Kung: Yes, from the very beginning the construction of the 
airfield wasn’t in that. 

H. M. Jr: Well, in our mind we have been paying for them out of 
the twenty-five million. 

Dr. Kung: All right, Mr. Secretary. I accept that proposition for 
the three months. You know this last month your request was one 
billion, five hundred million. 

Mr. Koo: In July. 

Dr. Kung: It was one billion, five hundred million. If you work 
out an official rate, it means seventy-five million U.S. dollars. Now 
you pay the twenty million. We will have to furnish fifty-five mil- 
lion dollars. China is a poor country. You mustn’t wait on us. 

H. M. Jr: Supposing you let us go in the other room a minute and 
talk it over. Is that all right? 

Dr. Kung: That is all right. 

General Clay: I am not quite sure that I am clear on Dr. Kung’s 
proposal. ae 

Mr. Adler: May I sum it up? You are willing to accept one hun- 
dred and twenty-five million N 

Dr. Kung: As General Clay has stated, to wipe out all the accounts 
up to June 30, except the portion of the cost which the American Gov- 
ernment is supposed to pay for the construction of airports around 
Chengtu. Elsewhere, that is not included. Do you see? Only the 
Chengtu portion. ie 

General Clay: What do we ge about that four billion ? 

Dr. Kung: Leave that over for further settlement. 

General Clay: That is what bothers me, what happens to that four 
billion. . 

Dr. Kung: We will pay for the entertainment of the American 


rmy. j 

General Clay: But I still don’t figure out what happens to that 
four billion. ‘ 4 

H. M. Jr: I am trying to figure it out in U.S. dollars, and I can’t 
think in billions. I don't know what four billion yuan is worth. | 

Mr. Adler: At the official rate, Mr. Secretary, two hundred million 
U.S. dollars. ; 

H.M. Jr: What is the official rate? 

Mr. Adler: Twenty to one. 

H. M. Jr: He doesn’t mean twenty to one. Figure that out at sixty. 

Mr. Koo: Approximately seventy-five million to eighty million 
American currency. If you take the same rate Dr. Kung proposed to 
pay for the one hundred and twenty-five million American dollars, 
it would be sixty seven. 

Dr. Kung: The four billions are outside the general settlement. 
You have four billion outside. 
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General Clay: Let me ask you about that four billion. Does that 
include what has been expended up to date, or what will be expended 
up to the absolute and final completion ? 

Dr. Kung: Completed. 

Mr. Koo: The Chengtu airport is all finished. Four billion is all. 

Dr. Kung: In the future there will be meetings. 

General Clay: All right, sir, I think I understand it. 
H. M. Jr: May we withdraw a minute and talk the thing over? 

(Conference recesses temporarily.) 

H. M. Jr: Dr. Kung, I feel that inasmuch as it is the Army’s money, 

I shall let General Clay state the proposal. 

ie Kung: You have to furnish the Army with the money, don’t 

you? 

H. M. Jr: They have got the money ! 

General Clay: Heistrying to take it away from us! 

H. M. Jr: What he is worrying about, if he doesn’t get an agree- 
ment with you, I am going to take it away from him. 

General Clay: Well, Doctor, going back to what we have been dis- 
cussing, and this view which you have just stated, if we paid you a 
gross of one hundred and twenty-five million now—a lump sum of a 
hundred million, with twenty-five million having been paid—that 
would leave remaining the food and lodging and the four billion dol- 
lars which you have spent on the Chengtu airports from your own 
money. We would be willing to accept that, with the understanding 
that the four billion dollars would be presented by you as a claim 
under Reverse Lend Lease. It would have no effect on the twenty 
million dollars for the next three months, which would be paid in cash, 
and for which you would provide us with the yuan that we need and 
would not prejudice that arrangement in any way; that we would pay 
you the lump sum of a hundred million dollars immediately, and in 
any Reverse Lend Lease agreement to be effected, you could, in addi- 
tion to the food and lodging which you would put forward as a claim, 
include also this four billion dollars. 

Dr. Kung: I wish I could do it, you know. 

H. M. Jr: Excuse me. May I add one thing that we talked about, 
that in admitting this Chengtu four billion dollars, the claim, we in 
no way prejudice or go back on the cable of the President, which we 
interpret was all-inclusive. I would like to make that clear. 

I mean, we claim that this telegram of the President’s meant twenty- 
five million a month, and included the construction of everything. 

Now, what we are saying in view of what you have said—but not 
in any way going back on that—we still hold to this cable. But if 
you wish to put that claim under Reverse Lend Lease for four billion 
dollars, we would raise no objection. Do you mind my making that 
suggestion ? i 

General Clay: That is right, sir. And we would do it in the interest 
of harmonious relations and appreciation of the cooperation which 
you have given tous. Ae F 

Dr. Kung: Well, I am afraid that as far as the Chengtu expendi- 
tures are concerned, this is only a private conversation between the 
President and the Generalissimo and Madame Chiang. However, we 
were given the understanding that such was the case, and in all nego- 

tiations concerning Chengtu with the Army, with your Embassy, 
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everybody understood that Chengtu was a separate thing. I just 
read you a portion of the document presented to Ambassador Gauss in 
answer to the document presented from the American Government 
through Ambassador Gauss. 

_ In that document it was stated very clearly, and you could not say 
1t was beyond that understanding. That document was presented in 
February, and you have not reached any decision about it. 

H. M. Jr: The first time I have ever heard of the document is this 
afternoon, and that goes for General Clay and General Carter and 
these gentlemen here, and Mr. Adler. We have never heard of it. I 
am not questioning that the Chinese presented Mr. Gauss with some- 
thing, but he never forwarded it to Washington. 

Dr. Kung: He must have forwarded it to the State Department. 

H. M. Jr: Even if he had, you say this is your interpretation in 
February; but that doesn’t mean we accepted it. 

Mr. Adler: Excuse me. Mr. Secretary, in the history of the nego- 
tiations here is a reference to that document and a comment on the 
State Department’s reply. (Hands file to the Secretary.) 

H. M. Jr: I am sorry. We are going to have to excuse ourselves 
once more. 

(American Delegation leaves office temporarily.) 

H. M. Jr: Dr. Kung, our records are better than I thought they 
were; We have a memorandum dated February 7, in which it says: 
“Received copy of cable dated February 3 from Ambassador Gauss, 
giving Chinese counter-proposal to the Somervell-Clay proposal.’ 
This is the one you are referring to. “The Chinese wanted to give a 
rate of thirty yuan to the dollar, of which ten yuan would be credited 
to the Chinese as Reverse Lend Lease. The Ambassador told Dr. 
Kung that this rate was unsatisfactory and it was useless to enter into 
a reciprocal aid agreement unless the Chinese were ready to enter 
into a reasonable financial agreement with regard to U. S. military 
expenditures.” j 

In other words, we got this proposal which you made and the Am- 
bassador notified you that this was unsatisfactory. 

“On February 9 a meeting was held in the office of the Under Sec- 
retary of the Treasury, together with reprenon shni of State and 
War, and it was decided that the State epartment would send a 
cable indicating the refusal of the United States Government to accept 
the rate of thirty yuan to the dollar.” i 

Dr. Kung: That is something new to me. Mr. Gauss did speak to 
me then, and he referred to the Lend Lease. Well, I said, “I am per- 
fectly willing to credit some of this money to you from the Lend Lease, 
but you have not signed that. If you sign the Lend Lease agreement, 
then I will be in the position to credit you from the Chinese Treasury 
to this account.” His answer was, “That is not satisfactory; why 
should we sign this Lend Lease only as an implement?” TI said, 
“Why can’t you implement?” That was only in conversation. He 
(indicating Mr. Chi) heard me. 

Mr. Chi: Yes. 4 ù 

H. M. Jr: You were making quite a point that the Chinese Govern- 
ment had served notice on Ambassador Gauss. I said I wasn’t aware 
of it. So many things have happened. Then they found this refer- 
ence, where not only did the Ambassador tell you that the so-called 
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counter-proposal to the Somervell-Clay proposal was unacceptable, 
but subsequently the State Department confirmed it. 

Dr. Kung: Do you remember? 

Mr. Adler: 1 remember, Your Excellency. Mr. Atcheson and Dr. 
Acheson called on you, and 1 think there were other people present. 
Mr. Atcheson gave you the State Department reply. This was early 
in February. It was around the date of February 9 or 10. 

Mr. Chi: Assuming this is true, it has nothing to do with the 
Chengtu airfield, because the memorandum doesn’t mention the ques- 
tion of the Chengtu airfield. 

H.M. Jr: Will you excuse me a moment? 

(Secretary leaves the conference temporarily.) 

Dr. Kung: In the first place, it was about exchange for the Army 
expenditures, and did not refer to the Chengtu airport. In the sec- 
ond place, because the rate was unsatisfactory, this is a different rate. 
You were suggesting something like an eighty-dollar rate. Now we 
give you more than one hundred dollars. Mind you, the rate for the 
money you borrowed then in China was much higher than the present 
rate. 

General Clay: I think that is a correct statement, but at the time 
we made the original proposal it was recognized that the purchasing 
power would rise, and our original proposal visualized a periodical] re- 
view of whatever arrangements were made between us. 

Now, of course, there have been many, many months which have 
passed since that original proposal, and even under that original pro- 
posal it would have to be reviewed several times. 

Dr. Kung: General, I take it you are not an exchange banker! An 
exchange banker would settle a rate once and for all. If you borrow 
money from the bank, you would settle it at whatever rate prevailed 
at that time. 

_H.M. Jr: May I go back? Td like to just repeat once more what 
the position of the American Government is. The only document 
we have, now that we find this one was turned down by our Govern- 
ment, is President Roosevelt’s telegram to the Generalissimo, which 
we, for lack of other documents, interpret meant full payment of 
everything. We have nothing that we can justify paying over and 
above the twenty-five million dollars for the American Government’s 
operations in China. That is our position. We are not questioning 
anybody’s word nor what conversation took place between the heads 
of our governments. I just have no way of knowing. I have no in- 
structions. Therefore, we have to make this proposal, but in view of 
the very earnest proposal of Dr. Kung and in view of a possible mis- 
understanding on the part of your government, and also in view of 
the very fine record of the Chinese government, we have no objec- 
tion to your putting a claim in under Reverse Lend Lease for the 
cost of the Chengtu airfields. 

Dr. Kung: Let me say, Mr. Secretary, that of course the conversa- 
tion that happened between the heads of the two governments must 
be somewhat unsaid. We don’t know. n 

Now, let us settle this, because the General is anxious to wipe out 
this account. Let us take Chengtu and the building of the airport. 
1 will wire to the Generalissimo and find out exactly what was da 
position, and you can refer that to the President for future discussions. 
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I am not pressing you to settle that now or pay it now, because our 
interpretations are different. 

H. M. Jr: Now, let me see if I understand. I wouldn't want to 
approve of the payment of gross one hundred and twenty-five million 
dollars with a direct claim against the United States Treasury hang- 
ing in the air for four billion dollars, unless that claim would go 
through the machinery of Reverse Lend Lease. 

Dr. Kung: The Reverse Lend Lease agreement has not been signed. 

H. M. Jr: But you could sign an agreement with these Generals 
this afternoon that if and when a Reverse Lend Lease is executed, 
that this claim will be credited to the Chinese Government, and they 
are prepared to draw up such a document this afternoon. 

Dr. Kung: I am afraid I couldn't do it without instructions from 
my government. We took up all this money from the bank, and we 
o to the bank and we don’t want to break the bank's 

ack. 

ee M. Jr: Then we'll just have to wait. But that is the best we 
can do. 

Mr. Koo: If we signed Reverse Lend Lease, then the expenditure 
on other airfields which we paid out from the Chinese Treasury, would 
that have to be also taken into consideration, because that is much 
more than what we spent on the Chengtu airfield ? 

Dr. Kung: Yes, this money is just a loan from the bank, pending 
settlement. In fact, for the next three months, for July your Army 
requirement in China was one billion, five hundred million, so far. 
At the official rate you are supposed to pay seventy-five million, but 
you are only paying twenty million. Do you see? If that one bil- 
lion, five hundred million were converted at the present rate it would 
be seventy-five million. But you are only paying twenty million. Do 
you see? That leaves fifty-five million in the air. Besides that, you 
have twenty-three thousand troops in China, and the cost to the Chinese 
Government is five hundred dollars each day, fifteen thousand a 
month. If you take that into consideration, that will cost the Chinese 
Government four hundred million a month. Your four hundred 
million a month means twenty million a month United States dollars. 
Weare paying that, too. 5 E i 

Now, as I stated from the very beginning, it is a question of whether 
we want China to keep buying this currency so that she could still go 
on and fight your enemy, or whether we want to see China in economic 
collapse. If once our money goes, we are all gone. That is a ques- 
tion which involves not only the present-day China, but the future 
China, and involves four hundred and fifty million people. I have no 
right to do anything. IfI promise it today, it may be repudiated by 
my government. I don’t know. 

H. M. Jr: General Clay, I don’t understand this question which this 
gentleman raised about these other airfields. Is it something you want 
to speak about? Is that another claim? 

General Clay: Yes, sir. In so far as the other airports are con- 
cerned, we have never committed ourselves to the obligation of pay- 
ing for those airports. We had regarded them as built by the Chinese 
Government in the common interest of our cause, and for the use of 
our airplanes and facilities in assisting the Chinese Army. That ques- 
tion was never raised, to my knowledge, even at Cairo, where the en- 
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tire question was the construction of future airports and not the con- 
struction of the airports that had been completed. A good many of 
those airports were built prior to our entry into the war. 

H. M. Jr: So we don’t recognize any claim on us for those? 

General Clay : No. 

Dr. Kung: Let me put in a word about that, Mr. Secretary. The 
airfield we built, we paid for it—the airport now being used by the 
American Army. We never said anything, but requests are coming 
from the Army. They want us to do this and that. We understood 
that with respect to requests by the American Army the American 
Government is supposed to be responsible. But we have not even men- 
tioned that to you. Some of the repairs and enlargements required 
by the American Army we paid for and do not claim. But about 

hengtu, because you wanted to build a special airfield for the use of 
the B-29 to bomb Japan, you can say that is part of the American re- 
E and you are personally in sympathy and understand the 

hinese difficulty. You said you didn’t want to put any burden on 
China; therefore, you wanted to pay for that. 

- H. M. Jr: Just so we understand each other, concerning the ques- 
tion of the airport which this gentleman raised, at no time has the 
Chinese Government asked us to pay for it and you are not now? 

Dr. Kung: No, no. 

H. M. Jr: All right. 

Well, sir, you, I take it, will confer with your government and 
when you hear you could let us know. 

Dr. Kung: All right. 

H. M. Jr: I hope the answer will be favorable. 


(Book 755, pp. 95-108) 
Brerron Woops, N.H. 


July 17, 1944. 
11:35 a.m. 
Army ExPENDITURES IN CHINA 
Present: € 
Mr. Vincent 
Mr. Adler 


Mr. Luthringer 
Mrs. Morgenthau 
Mrs. Klotz 


H. M. Jr: What I want to say is this, so I make myself plain. You 
did a beautiful job of drafting. I have no suggestions, with the pos- 
sible exception that 1 would include the name of General Carter. 
ety. attached draft of telegram to the President, dated July 
17, 1944). 

Mr. Vincent: In the thing? 

H. M. Jr: In the draft. And I think also you had better make notes, 
because this 1s just for my memory. If you would include the name 
of General Carter and General Clay for the President's benefit—I 
don’t think he knows who they are. Give their positions. Then I 

would also like to say, for State, that Mr. Vincent, Chief of the Chinese 
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Division, who has just returned from a trip with Vice President 
Wallace—so the President knows that you are back. 

Mr. Vincent: All right, sir. 

_ H. M. Jr: So that he gets the flavor a little bit more. You will be 
in Washington, when ? 

Mr. Vincent: It depends on whether I get out of here at four or not. 
I may have to stay tomorrow if I can’t get any accommodations on the 
train. 

H. M. Jr: Are you in a hurry? 

Mr. Vincent: I am not in a particular hurry, but I told them I would 
be back Tuesday noon, and short of any good reason for staying—— 

H. M. Jr: We are sending a car to Boston at twelve-thirty. 

Mr. Vincent: But I can’t cancel the lunch with Kung. He wants to 
see me before lunch. I am doing some work with the Chinese down 
here, and I don’t think we will have much trouble having them come 
around to our point of view on this. 1 think we will get a settlement 
in forty-eight hours. 

H. M. Jr: If you would please call on Mr. Bell—and, Mrs. Klotz, 
remind me—I want Mr. Bell to be brought up to date so he will un- 
derstand this thing. If you would explain to him the purpose, and 
then, Mrs. Klotz, if you will tell me, 1 will tell Mr. Bell how to get at 
the President. But if you would call Mr. Bell, hand him this docu- 
ment, give him the background and the flavor of the thing, so that he 
knows 

Mr. Vincent: Yes, sir. 

H. M. Jr: Now, am I right, while I have you three gentlemen here, 
let me just get this thing straight, that what Dr. Kung tried to do— 
never mind whether he was sincere or not—was to flash a statement 
on me of a memorandum from the Chinese Government to the Am- 
bassador which he said made the point that this Chengtu airfield was 
exclusive. And he came back to it after lunch that this was the 
thing. And he said, “You haven't answered me.” 

Then we did answer him and showed that not only had the Ambas- 
sador turned him down, but that the State Department confirmed what 
the Ambassador had done. Is that right? 

Mr. Vincent: That is right. , 

H. M. Jr: And, furthermore—I just want to get this straight—— 

Mr. Vincent: Before you go on, Mr. Secretary, that referred to an 
all-over tabulation; Chengtu was included in that. 

H. M. Jr: But he made that. 

Mr. Vincent: But it was an all-over military settlement, and the 
settlement he suggested was unreasonable and unsatisfactory. 

H. M. Jr: But he made it. And then later on in the afternoon when 
we, so to speak, caught him red-handed, this moon-faced fellow said 
it never referred to Chengtu. He said that thing didn't refer to that. 

Mr. Vincent: In particular 

H. M. Jr: Then when he saw they got caught red-handed, then 
he tried to say that thing didn’t refer to it, anyway. Is that correct? 

„Mr. Vincent: I wouldn't want to say that, but I could ask Chi, 
himself. 

H. M. Jr: What the fellow himself said is unimportant if I have the 
thing in the morning correctly. 
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Mr. Vincent: 1 would not want to say that Kung tried to give the 
impression that the conversation had particularly to do with Cnengtu. 
I wouldn't want to say that, Mr. Secretary. ; 

Mr. Adler: I have found Dr. Kung to be shrewd on what he is try- 
ing to do, but he is utterly irresponsible in his use of details. He 
doesn’t take the time to master them. If he did take the time, whether 
he could master them is another question. He is utterly irresponsible. 

H. M. Jr: But Mr. Luthringer, am I right or wrong that he was 
trying to use that as an argument that we should pay for Chengtu? 

Mr. Luthringer: It was my impression, Mr. Secretary, that he re- 
ferred to their reasons and willingness to accept the Lend-Lease agree- 
ment, tried to make that a commitment on our part that we would 
finish the construction of all airfields. Now, I don’t recall that he 
tried that specifically with Chengtu. My recollection was that he 
tried to hang Chengtu on the conversations in Cairo more than on that 
general Lend-Lease. 

H. M. Jr: That isn’t the impression I got. 

Mr. Vincent: Well, I have the impression of this latter conversa- 
tion when he was trying to indicate that he had made a proposition 
which had never been given consideration back in Washington. 

Mr. Luthringer: He had forgotten that we had rejected it. 

H. M. Jr: But didn’t you say that the rejection was delivered to 
him and the language was so strong that he got very angry? So he 
must have read it. 

Mr. Vincent: I think he read it, myself. 

H. M. Jr: You said whoever delivered the rejection to him said he 
was very angry. 

Mr. Adler: Yes. 

Mr. Vincent: I have the memorandum of that conversation made 
by our Counselor of Embassy Acheson, who was there, too. Every- 
thing dal took place is up in my room at the hotel. Would you like 
to see it? 

H.M.Jr: No. What light did that throw ? 

Mr. Vincent: Just exactly that. Acheson had to say what he was 
told to say, which was that they considered his proposition unreason- 
able and unsatisfactory. He said he couldn’t believe that kind of 
peso? could come out of—whether he mentioned the Secretary, or 
whom 

Mr. Adler: The Secretary. 

H. M. Jr: I agree with you that this thing he kept talking to us 
about was all-inclusive, and didn’t particularly refer to Chengtu, but 
he was hanging his whole argument on that, and when he came back 
after lunch he said, “You haven’t answered me on that.” 

We will look at the minutes, just for my own interest. You study 
the minutes, will you please ? 

Mr. Adler: Yes. 

H. M. Jr: You feel that there is a chance of getting him to accept ? 

Mr. Vincent: I would say that I think his whole group of advisers 
there that I know—I had breakfast with one—are trying to urge him 
to go ahead and accept it. I am supposed to see him before lunch. 

He wants to see me, and I have taken the point that they are making 
a ridiculous point out of nothing here, and that they would gain the 
favor of the War Department if they come out now. 
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I have told them they are going to get nothing else, anyway, there- 
fore to keep this thing open is simply li ill-will. y 

H. M. Jr: Do you mind saying to him that I have asked you to 
come down and escort me? Then you can whisper on the way up what 
the last word is. Come down, please, a couple of minutes to one. 

Mr. Vincent: Yes, sir. It is a quarter past one, I think, Mr. Secre- 
tary. I will let you know. 

Mrs. Morgenthau: It makes a lot of difference. 

H. M. Jr: Thank you. 

Now, Sol, I went down and tried to get some air last night and ran 
into Frank Coe. 

You started to say something about our figures showing that we 
have already paid for this airfield—I am not going to try to pronounce 
the name any more. How do you get that way? 

Mr. Adler: We flew the money in. In eee to pay for all the work 
on the airfield at Chengtu—the Central Bank eb the notes and 
they were short—we had to fly the money in from India. But, actual- 
ly, sir, I have checked up on that, and Kung’s proposal allows for that. 
He says we are offering him one hundred and twenty-five million for 
twelve billion, and he wants to take four billion yuan out of that 
twelve billion and dosomething with it. 

H. M. Jr: You have to say that again. 

Mr. Adler: We are offering him one hundred and twenty-five mil- 
lion dollars for twelve billion yuan. The twelve billion yuan includes 
the cost of the Chengtu airfield. 

H. M. Jr: Didn't it come to more than twelve billion ? 

Mrs. Klotz: That is what he said yesterday, twelve billion, and 
when he got that twelve billion he deducted four billion for other 
airports. 

Mr. Adler: That is right. 

Mrs. Klotz: When he listed the figures. 

Mr. Adler: It wasn’t Chengtu. 

Mrs. Klotz: He started off by saying they spent seventeen billion 
and from that he deducted four billion, that made it thirteen plus. 
Then he took off one billion, nine for the maintenance, and that is 
how he got his twelve. a 

H. M. Jr: But we are not recognizing that we have to pay for any 
other airports. 

Mr. Adler: He is not claiming for that. 

Mrs. Klotz : He deducted that. 

H. M. Jr: But Dr. Kung admitted here, after this little fellow said 
what about the other, he said, “Are you going to put in a claim for 
that?” He said, “No, definitely, that is out.” - 

So I still come back to the point, in the figure of one hundred and 
twenty-five million, can we show that we have already paid for the 
Chengtu airport? 

Mr. Adler: Yes, we can. 

H. M. Jr: How? 

Mr. Vincent: I want to say something there. The very fact that 
we flew the money in doesn’t mean we have paid for it in that sense. 
It means we charged ourselves. We flew the money in, but that is all 
within the twelve billion, we will say, in round figures —which Gen- 
eral Clay has as a figure, and which they more or less accept—but 
Kung, because of his Chengtu argument 'about the fields being out- 
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side of the general understanding, wants to take four billion of that 
twelve billion out and, if he accepts our proposition, claim that later 
in Reverse Lend-Lease. But he will completely exonerate the Army— 
I mean, a clear bill for the Army—but he will pull out four billion 
so that what it actually reduces to is the hundred million, or one 
hundred and twenty-five million, if you want to call it, for eight bil- 
lion rather than twelve: But it is a complete settlement of what he 
considers the Army owes him, but he is going to make a claim later 
for the other. 

H. M. Jr: The way you put it makes less sense than ever. 

Mr. Vincent: I am sorry. 

H. M. Jr: No, I mean less sense from the Chinese standpoint. It 
strengthens the American argument. You misunderstood me. I am 
not sarcastic. It strengthens our argument and makes less sense to 
the Chinese argument. 

Mr. Vincent: It does, except that he keeps going back to the fact 
that the Chengtu airfields are outside of any twenty-five million a 
month which the President may have mentioned, and therefore he is 
saving his face and he hopes to save four billion yuan in this Reverse 
Lend-Lease, which I don’t think he will save a great deal of, but 
nevertheless, it maintains his point, but gets him no more money. 

H. M. Jr: Now, let me ask you fellows—if we say one hundred and 
twenty-five million dollars represents twelve billion yuan, that is what 
we are Saying, isn’t it? What does that mean? 

Mr. Luthringer: About a hundred to one. If I don’t confuse the 
picture—if we went along with Kung, you pull that down to about 
sixty-six to one. He wants to be able to say to the Generalissimo, “I 
am a pretty good bargainer. I offered them sixty in Chungking and 
they turned me down, but I got sixty-five in America.” 

H. M. Jr: And credit the other ? 

Mr. Adler: The other four billion to Reverse Lend-Lease. That is 
what he is trying to do. 

H. M. Jr: I don’t agree with you people, but you most likely are 
right and I am wrong. I think the man knows every minute what he 
is doing, but you have been over there—— 

Mr. Vincent: I think he knows what he is doing? Iam not ready 
to admit that. 

Mrs. Klotz: He meant on detail. 

Mr. Adler: Yes, on detail. . 

H. M. Jr: But as I remember when he first started to explain this 
thing to me, it was to be sixty to one in cash and the other sixty to one 
was to be in Reverse Lend-Lease. Is that right? A 

Mr. Vincent: That is right. That was one of the propositions. 

H. M. Jr: And if he got the four billion set aside, he would prac- 
tically have that. i 

Mr. Vincent: He has split the twelve billion one-third, two-thirds; 
not in half. i 

H. M. Jr: Well, anyway, of course, if something changes we still 
don’t have to send that cable until you get to Washington. After all, 
I have plenty of time to send the cable—telegraph to the President 
and get it there—I mean, by tomorrow. 

Do you want to add anything? ; 

Mr. Adler: Just one other thing, sir, which you mentioned yester- 

day—that he has people watching him. 
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H. M. Jr: The Kuomintang. I apologize once and for all for my 
Chinese pronunciation. But the political party is watching him. The 
Russian system: 

Mr, Adler: It is more personal than the Russian system. Some of 
his enemies would like to see him slip. 

H. M. Jr: How foolish to bring your enemies with you! 

Mr. Adler: In the Chinese system you pay more respect to your en- 
emies than to your friends. 

H. M. Jr: Tam afraid thatis true in this country, too. 

Well, thank you very much. 

If you will come down and bring me up to date—— 

Mr. Vincent: Yes, I will come back here. 

Mrs. Klotz: It is one-fifteen, definitely. I checked that. 


Juuy 17, 1944. 
TELEGRAM TO THE PRESIDENT 


(1) We held lengthy discussions Sunday with Dr. Kung in an 
endeavor to reach agreement regarding payment for expenditures in 
China by and on behalf of U.S. Army. State was represented by 
Vincent, Chief of Division of Chinese Affairs, who accompanied Wal- 
lace on his recent trip to China, and Luthringer of the Financial Af- 
fairs Division, and War was represented by Major General Clay, 
Director of Materials, Army Service Forces, and Major General Car- 
ter, Fiscal Director. 

(2) Clay offered cash settlement of US$125 million (25 million 
of which has already been paid) for five-month period February- 
June covering outlay for that period of approximately 121% billion 
yuan. Clay also offered to pay for maintenance and housing con- 
struction costs of U.S. troops but Kung stated that Chinese Govern- 
ment would prefer to bear this cost because U.S. troops were “guests” 
in China. 

(3) The figure of US$25 million a month for 5 months (total $125 
million) is based upon your telegram of January 26 to Generalissimo 
Chiang in which you stated that “our Army expenditures in China 
during the next few months gan be expected to be somewhere in the 
neighborhood of 25 million U.S. dollars each month.” Without ref- 
erence to the artificial rate of 20 to 1 and without endeavor to suggest 
a realistic rate of exchange, Clay argued that US$125 million had 
a close relation to what it would have cost our Army in the United 
States to obtain services and construction similar to those obtained 
in China. 

(4) Disagreement arose over whether the figure of US$25 million 
a month mentioned by you in your telegram to Chiang was intended 
to include construction costs of airfields (in particular those in the 
Chengtu area). We maintained that it did. Kung maintained that 
it did not, arguing that the 25 million mentioned by you was for ordi- 
nary? Army expenditures. He mentioned your conversation with 
Chiang at Cairo in support of his position but presented no written 
evidence. We pointed out that we were not informed regarding those 
conversations but that your telegram to Chiang in January was sub- 
sequent to the Cairo meeting. 


This footnote and those on p. 1206 were in the original document. 
Changes in telegram to President on American Arm z 
1Paragraph 4. Ordinary in quote. y expenditures in China : 


48-378 O—85—vol. 2—23 
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(5) Clay in conclusion, with my concurrence, suggested that Kung 
might wish to make a claim for airfield construction (Kung had men- 
tioned the figure of Chinese 4 billion yuan) as reverse lend-lease * 
if and when a reverse lend-lease agreement is reached with China. 1 
pointed out that this suggestion, while agreeable to me as a generous 
gesture, did not prejudice our position that the lump sum offer of 
125 million, according to our knowledge of the matter, should be con- 
sidered as full payment for all expenditures by and on behalf of the 
U.S. Army in China for the period February—June. ” 

(6) Clay repeated his offer of a lump sum payment and also re- 
quested, as he had done earlier in the conversation, that the Chinese 
Government agree to a payment of US$20 million per month for the 
period July-September to cover all expenditures for and on behalf 
of the Army for that period.* 

(7) Kung said that he would have to refer the matter to the 
Generalissimo. 

(8) We feel that the terms offered are more than fair, are gen- 
erous in fact, and we recommend a firm stand. We do not feel that 
there will be political repercussions in China which would warrant 
material deviation from the stand we have taken. 


S.A. 7/22/44 


(Book 755, p. 109) 


MINUTES or CONVERSATION IN SECRETARY MorGENTHAU'S OFFICE, 
JULY 17, 1944, 2:45 p.m. 

Present: 

Secretary Morgenthau P 

Mrs. Morgenthau 

Mrs. Klotz 

Judge Vinson 

Mr. John C. Vincent, State Department 

Mr. S. Adler 

Secretary Morgenthau stated that he asked Dr. Kung during lunch 
yesterday to withdraw China's reservation with respect to her quota 
and that Dr. Kung had refused. Durifg lunch on Monday Dr. Kung 
suggested to Secretary Morgenthau that Chinas quota be restored 
to $600 million and that China announce that in appreciation of Sino- 
Russian friendship China gives $50 million out of her $600 million 
quota to Russia in order to facilitate the raising of the Russian quota 
from $900 million to $1,200 million. Dr. Kung indicated that if his 
request was acceded to, China would withdraw her reservation. Sec- 
retary Morganthau asked Judge Vinson to take the matter up with 
Mr. Stepanov to ascertain whether Russia had any objection to the 
procedure suggested by Dr. Kung. 
S. ADLER. 


(Book 755, p. 242-A ) 
Juny 18, 1944. 
I called on Dr. Kung and told him the Russians didn’t want to go 
along on his offer that the Chinese would announce their quota was 


2 “under Reverse Lend-Lease” for “as Reverse Lend Lense”. 
> setU a "exclusive of troop maintenance costs”. 


3 Ditto. 
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$600,000,000, and that they had given the Russians $50,000,000. I 
didn’t give him any explanation, and I thanked him for his very 
nice gesture and for his offer of cooperation. He said he would have 
accepted it if he had been the Russians. I didn’t go into details. 
[Unsigned] 


(Book 756, pp. 184-191) 


Bretron Woops, N.H. 
July 20, 1944. 
3:30 p.m. 
Funo Quoras—CHINA 
Present: 


Mr. Luxford 
Mr. Acheson 
Mr. Wolcott 
Mr. White 
Mr. Vinson 
Dr. Kung 
Mr. Chi 
Mrs. Klotz 


Dr. Kung: I understand we are going to have a Plenary Session 
this afternoon ? 

H.M. Jr: That’s right. 

Dr. Kung: I just want to come to consult with you and ask you 
how about that day we spoke of China’s quota. China wants to help 
because we want to make this Conference a success. But we have our 
difficulties. We tried to find some way, as I told you, to work out 
the Russian proposition but unfortunately they were unable to do 
it that way. I wired to my Government and also told them the diff- 
culties. We quite understand the difficult position placed before the 
Committee of Quota. I think now we thought of some way, if you 
are prepared to do this, maybe we can solve this question, that is if 
you are prepared. 

Say the United States, just as a gesture, just say that you realize 
the claim of China is justified and you want to do something to try 
to meet that claim and that they will make a declaration and thank 
you for this kind gesture and that we are waiting to accept the quota, 
as allotted by the Committee. 

H. M. Jr: Well, Dr. Kung, if it was just a question of your coun- 
try and nobody else, I would not hesitate to accede to your sugges- 
tion. But unfortunately, there are a number of other countries who 
are dissatisfied, and if we made this over to you they would imme- 
diately say, “Well, why don’t you do as much for us?” And take 
France for instance, particularly. As much as I would like to do it, 
I am very sorry, but in view of these other countries who also are un- 
satisfied, I just don’t see how I can make an exception. 

Dr. Kung: But there are other countries whose claims are justified 
and who have reasons to make the claim? You see if the six hun- 
dred million were not made known, not only in China but in this 
country, it would be a different matter, but everybody knows China’s 
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quota was to be six hundred million and if other countries” quotas 
were going to be reduced, then I think we can face the Chinese Gov- 
ernment, but in the case of Russia, instead of cutting down, you 
increased. : 

Mr. Vinson: But several of the countries who made reservations 
claim to be in the same position that you do, Dr. Kung, in regard to 
statements that were made which showed their quota was to be large. 

Dr. Kung: What countries? 

Mr. Vinson: France. 

Dr. Kung: What was the quota? 

Mr. White: Five hundred and twenty-five million, they said. 

Dr. Kung: I don’t think that was in the paper, but the Chinese 
quota of six hundred million was published, even in your country. 

H. M. Jr: Might I just give you this thought? Lord Keynes was 
just here. When some of these reservations are read, Lord Keynes 
was going to get up and make a plea with these countries that they 
withdraw their reservations. And he is ready to make quite a strong 
plea. That might give you an opportunity to accede, but as much as 
I would like to say yes, if China was the only country who was ina 
similar position, I would have no hesitation in saying yes. 

Dr. Kung: Well, because you spoke to me, I was trying to do what 
I can to cooperate with you. 

H. M. Jr: I know. I appreciate very much your thoughtfulness in 
this matter and I am in your debt for this very kind offer, and I would 
only be delighted on behalf of my Government if I could accept this 
generous offer. 

Dr. Kung: Could you say this? “The American Government will 
try some way to help China”; without definite promise? I can say 
that is a kind offer, but in order to demand the American Government 
to make sacrifices that—— 

H. M. Jr: I am not sure if I quite understand this suggestion. 

Dr. Kung: My suggestion is this. The Chinese reservation with 
regard to the six hundred million and their quota, which they said 
was six hundred million, now is five hundred and fifty million, there 
is a real difficulty, and America would like to do something to help. 
You see, just a general statement. Nothing definite and then we will 
say that we appreciate the kind American consideration, but we come 
here with the spirit of cooperation, we want to make this Conference 
a success, in order not to delay this settlement we withdraw our reser- 
vation. 

H. M. Jr: Well, now, I think we can do this. If Mr. Luxford and 
you, Dr. Chi—supposing you, if it is agreeable to Dr. Kung, write out 
something for me that I can say along those lines? 

Mr. White: I think, Mr. Secretary, it will have to be the American 
Delegate, not the President of the Conference. 

Mr. Vinson: I can cover that in general language with respect to 
the things that have gone before and the thing that is coming. For 
instance, conversation is just starting within thirty days, in respect to 
the Security Conference. 

Mr. Acheson: I wouldn’t get into that, Fred. » 

Mr. Vinson: Mentioning the conversations, that the conversations 
will begin in Washington within thirty days? 
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Mr. White: I don’t think what Dr. Kung had in mind 

Mr. Vinson: I know, but whenever you get to the Conference there 
are going to be many things. 

Dr. Kung: Anyway, I think the Secretary’s suggestion is very good, 
whether the statement is made by the Secretary or by Judge Vinson, 
you two Just draft something. 

Mr. Luxford: I want to be sure I understand. I take it what you 
want to say is we are deeply sympathetic with these countries whose 
quotas have not been regarded as adequate and we want them to un- 
derstand that in the whole post-war period we will have to view with 
sympathy the demands that they will have to make from time to time 
for assistance. 

Dr. Kung: I cannot speak for the other countries. I am only 
speaking for China, because you see, it is China’s case is self-evident. 
Everybody knows it to be six hundred million. Now it is five hundred 
and fifty. If you will just say you understand—— 

Mr. Vinson: I think we ought to have a clear understanding. I 
don’t think that we could just mention China alone. There are a num- 
ber of the members who present the same position, Dr. Kung. 

H. M. Jr: Single China out because we are sure there is going to be 
a response by China to withdraw their reservation, but the other 
countries, you don’t know. You may mention the other countries and 
they may not come forward with a withdrawal. 

Mr. White: If you said that and said particularly China 

Mr. Vinson: I can’t list the entire group now, but I know that there 
are a number of the members who claim that they were led to believe 
that their quotas would be larger. 

Mr. Wolcott: You might use China as an example. 

H. M. Jr: China has the largest quota among this group anyway, 
so if you mention China and other countries 

Mr. Luxford: Use China as an example would be one way of 
doing it. 

Mr. White: That might help swing the others in line. 

Mr. Vinson: I doubt that. 

Dr. Kung: Well, Mr. Secretary, I just offered that in order to help 
the situation. 2 

H. M. Jr: Well, Judge Vinson will be there and I will be there and 
we will give it another thought. If there is any way for us to do it, 
we will try to do it. But again may I thank you for trying to find 
ways to be helpful and I appreciate the spirit. 

Dr. Kung: Well, we came here with the spirit of cooperation and 
we want to see it a success, and anything we can do, we are willing to 
do it, but we are really facing a situation because I don’t know about 
other countries, but China was definitely put on the paper at six hun- 
dred million, which was known in China, known in Europe among 
the different nations and even in this country it was in the papers. 
Now why you increase the Russian quota from nine hundred million 
to one billion two hundred million—Russia was third and China 
fourth. China is about fifty percent of the Russians and you still 


want to cut off fifty million. It is not s 
can’t understand it. That’s all. the money, but I am afraid they 
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H. M. Jr: Give me a minute to talk with these people and 1 will 
meet you downstairs. 

(Dr. Kung and Mr. Chi leave the conference.) 

Dean, let me say this. I didn’t realize until the other day that 
Russia and China refused to sit down together at this Conference in 
Washington. When you hear them say about our increasing the Rus- 
sians from nine to twelve and cut them from six to five-fifty—I don’t 
know what the trouble is between the two countries, but there evi- 
dently is, I can see that, there is something which is burning in there 
that we go way out to help Russia and on the other hand we take 
China and simply cut them down, and I can see that it isn’t—I wonder 
if it wouldn’t be worth our while to just say something in that speech, 
go out of our way just to mention China? 

Mr. Vinson: You can’t leave France out, Mr. Secretary. 

H. M. Jr: Mention them both. 

Mr. Vinson: You have other countries. 

Mr. Acheson: Those are the two main ones. 

H. M. Jr: Why not say such countries as China and France? 

Mr. Acheson: I think you can do that, but the thing I think we 
ought not to do, Fred, is to get in any way into these talks about se- 
curity and put Mr. Hull in the position where he has to make up to 
China in those talks for something they don’t get here, because that 
will get us into lots of trouble. 


Mr, Vinson: And you don’t want any reference to any cooperation 
in the future, either war or post-war? 

. Mr. Acheson: Oh, yes, general things, but I should think the way 
to do this is to say that they both have—China and France and some 
other countries have raised questions about their quota and they have 
some reservations here, that is, they know we have spared no effort. 
We have thought of every conceivable possible way to meet their re- 
quests here. We understand their point of view. Looking at it from 
their interests, their point of view, these things are justified, but in the 
light of the whole picture there seemed no way that you possibly can 
do it and so far as you add to the Fund you weaken it and so far as 
you take it away from some of the people you cause problems. We 
have exhausted every possible avenue, ws want to assure them that we 
believe they too have done everything to cooperate. And pile that on 
a little bit. Then say that the whole Fund is really for the purpose 
of the great common effort. It is easy to collaborate when there are 
no difficulties. The hard time to collaborate is when there are some 
difficulties. Now, if they can make some effort to reach their hand 
across this abyss, then I think that China would get up and say sure. 

H. M. Jr: If Harry would slip around and tell these people we are 
going—tell Mendes we are going to mention him. : 

Mr. White: Yes, and he might withdraw from the quota. I don't 
think he would withdraw from the other. 

H. M. Jr: What do you think? : 

Mr. Luxford: I think we ought to try to do it. 

H. M. Jr: All right Fred? 

Mr. Vinson: It’s all right. 
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(The following was typed from a Transcriber disk dictated b 
Staff Member from the Diary page:) ghey a 


JULY 25, 1944. 
9:35 a.m. 
MEETING 
Present: 
Mr. Glasser, 
Mr. D. W. Bell, 
Mr. DuBois 


H. M. Jr.: Of course, up there I was the boss, and I could tell State 
I want to get tough and we would get tough. Now, we got tough 
with Kung and he didn't make any objection. As you were told, we 
had offered 125 million dollars gross, take it or like.it and the Army 
told him that the Army appropriation would be going back to the 
Treasury very shortly and they had no request in for new appropria- 
tions and he had better make up his mind pretty damn quick, 

Mr. Bell: We didn’t hear, did we? 

H. M. Jr.: No, but we are going ahead on the basis of 20 million 
a month (?). We have everything they want and the Chinese haven't 
got a penny. And so what? We are in a perfectly good position. 

Mr. Bell: We are getting in a better position. We are going to 
have airfields maybe closer than China pretty soon. 

H. M. Jr.: That's right. 

Mr. Bell: So they’d better 

H. M. Jr.: We have one now in Saipan, a damn good one, too. So 
I mean I think it comes to a: point where you have to tell these people 
to fish or cut bait and I would just tell them to quit fooling around. 


(Book 760, pp. 131-133) 


Secret. 
5 Aveust 2, 1944. 


Dear Mr. Wuirte: The situation here has been comparatively quiet 
during the last week in that there have been no major military de- 
velopments and no overt political developments, while the economic 
situation is practically unchanged. There have, however, been a num- 
ber of behind-the-scenes developments which are of considerable in- 
terest and importance. Thus, according toa reliable American source, 
negotiations between the Kuomintang and the Communists have com- 
pletely collapsed and the suggestion is made that one of the basic 
causes for the present political mess is that the.liberal and left-wing 
elements in Free China (within and without: the Kuomintang) are 
completely disgusted with the Gimo and demand his retirement from 
the political scene as a prerequisite for any agreement. The Gimo is, 
of course, unwilling to make this sacrifice and the impasse continues. 

A story being whispered around town these days is that T. V. Soong 
approached the Russians on the desirability and possibility of his 
going to Moscow to discuss Chinese-Russian relations. The Russians 
are supposed to have replied that they did not think the present time 
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was suitable for such discussions. The anti-T. V. circles interpret this 
as a Russian refusal to deal with him, while the more objective Amer- 
icans say that it is an indication of Russia’s displeasure with China, 
particularly with the failure of the Kuomintang-Communist negotia- 
tions and with the manner in which Chinese official circles have spread 
anti-Russian propaganda such as the existence of a secret Russian- 
Japanese agreement which has made it possible for Japan to with- 
draw about 12 to 15 divisions from the Manchurian border. | 

The other day I was told in “strictest confidence” (by a Chinese) 
that about 6 or 7 days ago, the Gimo sent a cable to Kung ordering 
him to return home and not to stay for the political discussions. The 
“secret” became a public rumor after a few days, although when I 
passed it on to the Embassy it was still unknown to them since I had 
gotten it the day after it was supposed to happen. Of course, I do 
not know whether it is true or not, although the Embassy here saw 
fit to cable the information to State. 

Another “most secret” story that was whispered to me is that Gen- 
eral Stratemeyer was forced down over the “hump” and is being held 
for ransom! Only one person told me this “story”. 

One of the really interesting and significant developments here 
has been the use of the technique in the past month by the Chungking 
Government of “shanghaiing” men off the streets here to be sent into 
the Army. In effect, it means that only the poorest and least influen- 
tial are taken since anyone can buy his way out by paying the required 
“squeeze”, while people of influence or with influential connections 
are freed after they have clearly established their identification. It 
resulted in riots and bloodshed, but it has quieted down in the last 
week. It went practically unnoticed in the press and has not even 
been a subject of discussion among the Americans here. 

I am enclosing a memorandum which I prepared on the sales of 
checks and transfers by the United Clearing Board here. You might 
be interested in glancing at it. Gauss is very concerned about U.S. 
governmental employees here purchasing these checks and transfers 
and making exchange profits of 60 to 70 per cent. 

I still have not heard from the office since I have been here. I do 
hope that by the time you receive this lebter, it will have been possible 
for you to have informed me of your plans for me. 

Regards to the Division. 

Sincerely yours, 
(Signed) IrvinG 
(Rec'd August 12, 1944) 


(Book 761, p. 170) 
(Outgoing telegram) 
DEPARTMENT oF STATE 


DIVISION OF COMMUNICATIONS AND RECORDS 
a telegram must be paraphrased. before being communicated to 
; t ' 
anyone other than a Government Agency. (Srcrer O.) ey 
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. Avaust 5, 1944. 
5 p.m. 
(Confidential—For security reasons the text of this message must 
be closely guarded.) 


AMEmpassy, 
Chungking. 
1041 
For: Friedman from the Secretary of the Treasury. 
You are instructed to proceed to Kunming and Chengtu for about 
two weeks to investigate the price situation, the impact of army ex- 


penditures, the open market for U.S. dollar,-sterling and rupee cur- 
rency and drafts, and the gold market in the two centers. 


STETTINIUS 
(Acting) 
(CL). 
S/CR 
CA 
FMA :GL:ja 
8/4/44 
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(Incoming telegram) 
DEPARTMENT OF STATE DIVISION or COMMUNICATIONS AND RECORDS 


Chungking via Navy. 

Dated August 8, 1944. 

Rec'd 11:08 a.m., 9th. 

NCB-918 

This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency  (SEcrET O.) 


SECRETARY OF STATE, - 
Washington. o 
1357, August 8, 10 a.m. (Section Two) 

The low and high prices for June for those commodities for which 
prices in July differed from prices in June were beef 75-75; pork 135- 
135; eggs 7-7; lard 150-150; flour 600-600; rice 64-64; rice 87.40 (b) 
fuels are one of principal categories of direct U.S. Army expenditures 
in China. The prices for June and January 1944 respectively for some 
of principal fuels purchased in this area were: motor fuel alcohol 
(gallon) 795 and 405; vegetable gasoline gallon 1190 and 615; light 
vegetable Diesel oil (ton) 226,800 and 92250; Kansu mineral gasoline 
gallon 770 and 349. Prices of wood oil (quintal) for July and January 
1944 were 11,500 and 4200, respectively (c) figures on construction 
costs are being obtained. Indication of how these have tended to rise 
sharply are given in following figures for May 1944 and November 
1943, respectively, for cost of dirt evacuation on Burma Road per cubic 
meter; earth 75 and 27; hardpan 115 and 38; soft rock 230 and 56; rock 
530 and 230. 

Three. U.S. currency notes in Chungking now selling around 
170-180 with difficulty being experienced in finding buyers for sub- 
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stantial sums. Sharp decline took place during last week in July. 
During third week in July transactions done at 190-195 and during 
first two weeks at 200-205. Rate in Kunming during last two weeks 
has been about 185. Rate for rupees in Chungking during July fluc- 
tuated between 75 and 78; in Kunming present rate about 78. 

Four. United Clearing Board now selling checks and transfers at 
130. Central Bank now refusing except for special cases to provide 
aen exchange to organizations obtaining local currency through 
UCB. 

Five. Interest rates on deposits in native banks now about 7 to 8% 
per month. Practically all of decline registered during last two 
weeks. During first three weeks of July rate around 10%. Commer- 
cial Banks reportedly having difficulty in extending their credit 
advances. 

Six. According to Cassels of British Treasury, Government of 
India has given tentative acquiescence to program of sale of two 
million rupees per month in free China subject to final approval of 
Raisman who is going to London. 

Two. Million rupees per month covers present “basic requirements” 
including salaries of Embassy personnel and needs of military mission 
educational missionary and relief organizations and commercial enter- 
prises. Participation in program is voluntary but Cassels implied 
that all British organizations are now participating. Thus far sales 
confined to Kunming. No fixed rupee Chinese dollar rate set, instead 
varies with market conditions. Rate has been varying between 50 
and 57 averaging around 54. 

British considering sale of blocked sterling if possible at rate 
equivalent to United Clearing Board rate. Would prefer to have 
UCB sell checks and transfers at equivalent of their rupee rate, would 
then consider selling free sterling at same rate. 

Kunming now experiencing comparatively large influx of rupee 
notes. Suggestion made that part of increased inflow may be result 
of paying Chinese troops on Salween with rupees. 

Seven. Land tax in kind collected year 1943 which ended June 30, 
1944, amounted to 63,180,000 piculs. Szechwan provided about 15.9 
million and Kiangsi 8.5 million. Probable that anticipated collec- 
tions for 1944 will have to be revised considerably if Japs retain 
present positions in Hunan and Honan. Present quotas for Hunan, 
Kiangsi and Honan, respectively, are 10, 9 and 3 million piculs. 

Eight. Government has announced adjustment in pay of Chinese 
Army personnel. Living allowance has been increased 150% in 
Chungking area and 100% in other areas. Enlisted personnel also 
obtained increases of from CN 5 to 10 per month and are being paid 
CN 190 for food allowance as from August one, 1944. 

Nine. According Hsin Hua Jih Pao July 28, 1944, the Cen- 
tral Reserve Bank of Nanking is issuing two billion of notes per 
month of which 60% is for war expenditures. At beginning of March 
1944, total in circulation was 20 billion as compared with 8 billion in 

July 1943. Also reports that cost of living index of Shanghai based 
on official prices was 225 times higher in 1944 than in prewar days 
or 350 to 400 times according to market prices. (End of meses.) 


RR 
WSB 
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Lerrer No. 5 
AUGUST 9, 1944. 

Secret 

Dear Mr. Wuirs: The big news here today is the fall of Hengyang 
and the big question is what will the Japanese choose to do next? 
Many seem to expect that the fall of Hengyang will bring about 
another major crisis in the Chungking Government and again there 
is serious talk of the Government’s cracking-up. It would seem that 
the unexpected prolonged resistance at Hengyang will take some 
of the edge off its fall, although in recent weeks the official press 
had been optimistic on the outcome. As for what the Japanese will 
do next, the range of opinion is very wide even within the Embassy 
here itself. There are those who believe that serious consideration 
will be given by the Japanese to the desirability of a drive on Kweilin 
and then to Kunming with the intention of ending all real possibilities 
of using China as an American base against Japan. Others think that 
Japanese will merely drive towards Canton to establish through rail 
transport from Hankow to Canton as a substitute for their threatened 
shipping routes off East China; others believe that the Japanese will 
do this and, in addition, drive out Kweilin in order to wipe out the 
forward American air bases which would threaten the railroad and 
now threaten their coastal and other shipping. Most believe that the 
Japanese could achieve any objective they desire; some say easily; 
others say with difficulty. By the time you receive this letter, it 
may be much clearer as to what the Japanese intentions are. 

J heard some stories this week about the fighting on the Salween 
front which not only are interesting in themselves, but also illustrate 
the difficulty of reporting from an area in which even authoritative 
and essentially impartial observers give you completely contradictory 
versions of the same situation. According to one American observer 
(State Dept. liaison officer with Army who urged that the story be kept 
secret). the following events actually occurred. The Chinese troops 
on the Salween front (known as the Y forces; Stilwell’s forces are the 
S forces) are commanded bys Chinese officers with American Liaison 
officers as observers. All the planning of tactics as well as Ese is 
done in Chungking by the Minister of War, General Ho Ying Chin 
and his staff. General Ho has been piqued because he was left out of 
the original discussions and planning. Moreover, the Chinese troops 
in the Salween are American trained and equipped and are not under 
his domination and therefore might some day cause trouble to General 
Ho and his clique. Therefore, General Ho ordered repeated frontal 
assaults on the Japanese stronghold, Lunglirg (on the Burma Road) 
which he knew were doomed to failure and as a result 2 of China's best 
divisions were decimated and practically annihilated. He concluded 
by saying that “We haven't yet seen the casualty list of American liai- 
son officers killed in these actions.” These troops, being well-trained 
and well disciplined could be counted on to do anything ordered, even 
if suicidal and they did. (I was there when this story was told at a 
small dinner of about 4 Americans including myself.) 

On the other hand, last night I had dinner with Brooks Atkinson 
` of the N.Y. Times who has just returned from the Salween. His 

comment on the above story was a single word not suited for official 
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communications which might be translated as “not true.” Instead, he 
said that the commanders at the front were determining the tactics and 
were in control, although contemplated actions were cleared with 
Chungking. Moreover, the American officers were being listened to 
and turned to for advice more and more. He categorically denied that 
the 2 divisions in question had been decimated. He told one interest- 
ing story of a Japanese strongpoint on top of a mountain peak over- 
looking the Burma Road. It had been stormed repeatedly by Chinese 
soldiers with the loss of many hundreds. Finally, the American ob- 
server there (Dorn) interfered to the extent of offering a plan which 
he said was part of regular training in U.S. Army on how to take a 
pill box. He said it could be done by 120 engineer troops with infan- 
try support. The Chinese accepted his advice, but when the 120 volun- 
teer engineer troops showed up, they were all coolies who had been 
forced to “volunteer”, who EEN even know how to handle a gun. 
Their training consisted of being told before the battle by the com- 
mander that they were being given the chance to be heroes and would 
be banqueted on their return. He then held up the necessary imple- 
ments in front of the coolies and told them their names and functions! 
This was their training. The assault then began—over 100 of 120 were 
killed. This so infuriated the American observer that he took it up 
with the Chinese general commanding the Y-forces. The officer in 
charge of the assault was moved to another post and a new officer ap- 
pointed (a nephew of the Min, of War). The new officer followed the 
advice of giving the soldiers a few days training in the manoeuvre. 
The result was that 24 of the Japanese stronghold was captured and 
held with the loss of 6 men. i 

Atkinson has nothing but admiration for the Chinese G.I.’s and, as 
for the Salween campaign as a whole, he says it is successful in a 
typical Chinese way—slow, blundering and costly in lives. He was 
also in Kweilin and is very pessimistic about the situation there. 
Everything there is bad including the Chinese strategy. He reports 
that the separatist tendencies which have been growing in the 3 S.E. 
provinces of Kwangtung, Kiangsi and Kwangsi are becoming strong 
and believes some overt action is likely if Kweilin falls. There is also 
a similar separatist group in Kunming. cAgain, as in the case of mili- 
tary developments, by the time you receive this Jetter, the general 
political situation may be much clearer. 

In connection with the political situation here, I feel that the Gov’t 
has been considerably strengthened by the comparative lull in the eco- 
nomic situation and the prospects of an extraordinarily good harvest. 
Even if the lull does not last, it will still have been a “breather” 
which came at a most crucial time. k 

I received the other day the cable instructing me to go to Kunming 
and Chengtu for two weeks. I am going to Kunming and try to ar- 
range a trip to Chengtu from there as it is impossible to arrange one 
from here by air. The best you can do here is to let people know that 
you would like to go to Chengtu and then if an Army truck or such is 

going, to hitch a ride. ' ; ; i p 

T am finding the work here interesting and instructive and feel that 
I have gotten considerable out of my stay here. Needless to say, how- 
over, I am eagerly e forward to my return home. 
Sincerely Y : /s/ Irvine S. FrIEDMAN. 


Rec’d Aug: 19, 1944 
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[Incoming telegram] 


DEPARTMENT OF STATE DIVISION or COMMUNICATIONS AND RECORDS 


CHUNBING via Navy. 
Dated August 11, 1944. 
Rec'd. 5:30 p.m., 12th. 


(GEM-137 : This telegram must be paraphrased before being commu- 
nicated to anyone other than a Government agency.) (Srcret—O.) 


(Confidential —For security reasons the text of this message must be 
closely guarded.) 


SECRETARY OF STATE, 
Washington. 
1389, August 11, 1 p.m. 


Secretary Treasury from Friedman. 


The United Clearing Board on August two raised spot rate to 120 
and to 130 on August 3 plus two points per month for war bprí be- 
cause of large demand considering going up gradually to 150 by end 
of month. 

Two. From July 3 through August 10 spot sales including Chengtu 
and Kunming totalled about United States dollars $2,732,000 of which 
about three-fourths during last two weeks and in addition, have made 
forward sales (August through September) totalling about US dol- 
lars 2,445,000 (tentative figure). Afraid oversold. Therefore, have 
stopped all sales time being. If oversold say can adjust all buyers 
carrying August purchases to September and October with no penalty 
in rate. Immediate cause of spurt was purchase July 28 of US 700,- 
000 by Chung Yuan Paper Company in name of D.W.T. Jian (re- 
peat T. Jian). Firm known to be close to Central Trust (through 
Henry Lin) and actions convinced others government not providing 
US dollars at more desirable rate. Also reflected general spirit of 
optimism business circles on duration of war and relative attractive- 
ness of foreign exchange because current price situation. Too early 
say what effect fall of Hengyang and possible repercussions will have 
on outlook business circles. 

Three. In large majority of purchases of UCB checks by Army 
and United States civilian Government personnel payee was individ- 
ual in US usually member of family. Understand such transactions 
not provided for under existing Treasury license. Checks sold by 
DOR total about US 264,000. Treasury license issued not received 

ere. 

Four. UCB now considering limiting sales to amounts above 10,000; 
would eliminate practically all of military personnel purchases. At 
present doing bulk of business with about 25 large buyers such as 
Qung Sing Corp on mills, Ming Sung, and various subsidiaries of 
Shanghai Commercial Bank. 

Five. Following prices provided by Army as indicating rising costs 
of construction in Kunming area. Figures are in CN and are for Janu- 
ary and July 1944, respectively : housing square feet 400-900; 15 inch 
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mud brick wall (square foot) 40-50; lime concrete cubic feet 120-200; 
cement concrete cubic feet 400 to 700. s 

Six. Army now allocating 40 tons per month of air transportation 
into China for Chinese homes. Last shipment was made in June— 
26 ton. 


Seven. Leaving for Kunming August 12. 
GAUSS. 


NPL 
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Treasury DEPARTMENT DrvistoN or MONETARY RESEARCH 


Date: 9/11/44 

To: Mrs. McHugh. 
Handed to the Secretary by Dr. Kung at 3 :15, Sept. 9th. 
Mr. White wanted this returned to you; we have copies. 


L. SHANAHAN. 


3:15. 
To: 
H. H. Kung 
T. L. Soong 
Liu Chi—Minister Plenipotentiary, Counselor of Embassy 
C. T. Chi, Asst. to Dr. Kung . 
From: Mr. FitzGerald 


Ministry or FINANCE 


NATIONAL GOVERNMENT OF CHINA 


SEPTEMBER 9, 1944. 

The Honorable Henry Morcentuau 
Secretary of the Treasury 
Washington, D.C. a 

Dear Mr. MorGENTHAU: Since our conversations at Bretton Woods, 
additional information was received from China substantiating the 
fact that the cost of the construction of the Chengtu airfields was 
always regarded as constituting a separate account, which the United 
States Government undertook to pay. In a memorandum, No. 111, 
dated January 8, 1944, General Hearn referred to a reply from Gen- 
eral Marshall to his inquiry which stated that “The United States 
will bear the cost of labor and material for Chengtu airdrome con- 
struction at a rate of exchange to be arrived at under negotiation now 
in progress.” On January 12, General Stilwell transmitted to Gen- 
eralissimo Chiang a telegraphic message from President Roosevelt 
with reference to the Chengtu airfields, part of which reads: “PH 
undertake to make available the necessary fund through lend-lease 
appro riation if that will hasten the completion of the work on the 

i dule. ; 
uae colo that has prevented a settlement of the problem of 


regular military expenses as well as special accounts for airfield con- 


MORGENTHAU DIARY 1219 


struction of the U.S. armed forces in China is the rate of conversion. 
Some of the advances were made by the Chinese Government and 
others were borrowed from the Central Bank of China. Since we 
cannot alter our exchange rate at present without weakening con- 
fidence in our currency and boosting up prices further, we have been 
trying to find other ways of settling the problem. 

After considering various alternatives, it appears that the simplest 
way of settling the problem is for the United States Government to 
reimburse China according to the official rate of exchange and receive 
in addition a pro rata contribution from the Chinese Government the 
exact amount of which to be agreed upon by the two governments. 
Since my Government desires that I return soon to China and since 
one of the purposes of my trip here is to settle this problem with you 
personally, I will deeply appreciate it if a settlement can be made at 
the earliest possible moment. 

With best personal regards, 

Sincerely yours, 
H. H. Kuno. 


(Book 771, pp. 232-240) 
TREASURY DEPARTMENT Division or MONETARY RESEARCH 


Date: Sept. 27, 1944 
To: Secretary Morgenthau. 


I think you will be interested in reading this letter from Mr. Fried- 
man, in China. 
H. D. W. 


SEPTEMBER 14, 1944. 


(Copy) 


Secret 


Dear Mr. Wuite: Thank you for sending me on that trip to Kun- 
ming and Chengtu. It was a very interesting and stimulating ex- 
perience. I am sorry that I was unable to write to you during the 
trip because of inadequate mail facilities, i.e. I could send mail but the 
censors insisted at these places that they would have to read it, which 
is not done here. 

The big news in Chungking these days is, of course, the seemingly 
inevitable fall of Kweilin and Luichow, a major air base to the south 
of Kweilin. The Japanese have already advanced beyond Lingling, 
capturing or making unusable many of our best bases in Eastern 
China. It was from these bases that the 14th Air Force carried out its 
successful sweeps against Japanese shipping off the China coast and 
effectively bombed Japanese strong points on Formosa. There are 
many theories prevalent as to why the Japanese are making the drive 
at this time and they range from purely military ones such as the 
desire of the Japanese to delay and make more difficult an American 
landing on the China coast to such highly political ones, such as that 
this campaign is part of an understanding between the Central Gov- 
ernment in Chungking and the Japanese whereby the Japanese are 
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destroying the most effective center of anti-Chungking feeling outside 
of the Northwest! In this connection, you may find the following 
incident of some interest. When in Chengtu, I visited Dr. Mei, the 
President of Yengching University and, I understand, a loyal sup- 
porter of the Chungking Government who has at times been used for 
“confidential missions”. Making conversation, he said to me, “Of 
course, you have heard the rumors going around town that the Gen- 
eralissimo is conducting peace negotiations with the Japanese”. I 
said nothing, not having heard the rumor, but tried to look wise and 
receptive. “Dr. Mei went on “These rumors are not true, but even if 
they were true, the Gen. would only be doing it to amuse himself.” 

It seems, however, that the fall of Kweilin at this time will not have 
the dramatic effects that were anticipated in late June and early July. 
By now, the edge seems to have been taken off the defeat while every- 
where I went, Ji apanese successes prior to the fall of Hengyang were 
openly described by the Chinese as a “national disgrace”, the present 
Japanese successes are being shrugged off as inevitable and as being 
sd counterbalanced by Allied successes in Europe and the 

acific. 

The People's Political Council meetings are of course getting con- 
siderable publicity. The Central Government has seemingly, under 

public pressure, allowed the Council greater freedom of discussion 
than in last year’s meeting. There has been particular criticism of 
the conscription methods used by the Central Government and just 
prior to the meetings the head of the conscription administration was 
removed. There has also been discussion of widespread corruption 
in administration, with special attention to corruption and abuses in 
collection of land tax in kind. The discussion on financial situation 
was held in executive session. The Chungking Government seems to 
be following the policy of removing the sting fant the expected criti- 
cism by having Minister after Minister openly confess the sins of 
his administration prior to their discussion by the Council members. 
According to reliable sources, the Communists are going to raise the 
question of Communist-KMT relations at an open session, i.e. press 
present, and lay before the Council a dossier giving the complete his- 
tory of the negotiations which are now"stalemated. The Communists 
are displeased with the Generalissimo’s speech which was taken as an 
open attack on them in his emphasis on need for abolition of inde- 
pendent armies. 

The bargaining position of the Communists would seem to have 
been considerably strengthened by the U. S. military mission to the 
Northwest. Not only has the State Department been receiving most 
enthusiastic reports from its representative with the mission, Jack 
Service, but the military men who have gone up and come back speak 
nothing but the highest praise for the Yenan people. They seem to 

be literally astounded by the cooperation which they are getting, the 
eagerness of the people there to learn from the Americans, the relative 
hysical comfort in terms of good, clothing and shelter and the gen- 
eral atmosphere of good-will. Mac Fisher, head of the OWI here 
has also gone up to study psychological warfare possibilities. The 
U. S. military men here are vying for the opportunity to go up there 
> the situation for themselves. a + 
gts oneral atmosphere of increasingly outspoken icin of 
y i i erl- 
the Chungxng Government and growing popularity among 
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cans here of Yenan Government, the Chungking Government is said 
to be on verge of making some concessions to the People's Political 
Council: give Council the right to examine the budget, expand mem- 
bership from 240 to 290, and have next assembly consist of repre- 
sentatives elected by provincial assemblies. 

You will be interested to know that in that part of discussion on 
inflation reported in English-language press, the entire blame for 
sharp rise in. prices in early part of 1944 was placed on Chengtu proj- 
ect—which of course, is a gross exaggeration and merely another ex- 
ample of how the Chinese try to make us the scapegoat for their 
mistakes and failings. Many of the U.S. military people here expect 
that if Kweilin falls, the fault, according to the Chinese, will be the 
Americans. 

The Nelson-Hurley visit is now in full swing. I had an interesting 
talk with Nelson and his assistants which was brought to an abrupt 
end by the entry of General Hurley. At the press conference here, 
Nelson was very cautious as long as Hurley was present, but as soon 
as Hurley left, Nelson opened up and spoke quite frankly about his 
difficulties in Washington and his conflict with the Army on reconver- 
sion. In Kunming, there was considerable bitterness and criticism 
of the Mission, on the grounds that it strengthened the position of 
the Central Government at a time when it was rapidly losing prestige 
and power. There was similar criticism of the attention given to Dr. 
Kung, particularly the invitation to address the Senate. 

The situation in Kunming is of considerable importance. There 
the Governor, Lung Yung, is outspokenly critical of the Central Gov- 
ernment and was quick to point out in talk with Consul General and 
myself that while his provincial troops were not “provincial” troops 
but actually “national” troops, they were not “Kuomintang Party” 
troops! The Central Government is not able to exercise effective con- 
trol in this area so that you find outspoken criticism of it in the press 
and in conversation. Thus, Lung Yung, a provincial war-lord sur- 
rounded by opium-smuggling and opium-smoking henchmen, becomes 
the guardian of the liberals and democrats! There is much hinting at 
open opposition to the Chungking Government and secret contact has 
been established between the Communists and the Lung Yung-liberal 
combination, but, nevertheless, you get the impression that anything 
like open opposition will not come in the very near future, unless the 
lead is given by developments in other areas such as the setting up 
of a separatist government in the South-east of China. 

In Chengtu, the situation is even more obscure. There the Gover- 
nor is a strong Kuomintang supporter but real control rests in the 
hands of local war-lords nominally friendly to the Central Govern- 
ment. Asin Yunnan, these war-lords, who also engage in such things 
as opium smuggling, seem to feel that their hope for survival lies with 
their being “popular” and again you have them protecting outspoken 
critics of the Central Government. The most important of these 
groups is the Young China Party which, in the Chengtu area, is large- 
ly a party of landlords who have seemingly never forgiven the Com- 
munists for the treatment they accorded these landlords on their way 
to the Northwest back in 1935. There is no outward evidence of a 
Communist movement in the Chengtu area, but I understand that 
plans are being executed for establishing contact between the dis- 
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sident groups in Yunnan and those in Chengtu region and that this 
will be effected during the next few weeks. This can all be accom- 
plished within the framework of the Federation of Democratic 
Parties which is non-Communist, pro-democratic reform and 
anti-Chungking. 

Kunming was also interesting because it is a center of U.S. military 

activity. Air traffic over the “hump” is now well over 20,000 tons per 
month and when I was in Kunming, it was at the rate of nearly 32,000 
tons per month, or probably twice as much military supplies as ever 
came over the Burma Road, but still just a few Liberty boatloads. 
_ I should, perhaps, point out here that the 14th Air Force is a very 
impressive organization. With a force of only about 15 thousand 
men, as of July 15, they had destroyed over one million tons of 
Japanese shipping, had inflicted well over 16 thousand casualties on 
the Japanese (16,000 is figure for Hengyang campaign alone) and 
had shot down over 2 thousand Jap planes against about 200 U.S. 
planes lost. While the Chinese are doing ineffective dying in South- 
east China and on the Salween, the Americans are doing effective 
fighting everywhere in Free China. 

I picked up a few tidbits on my trip which were quite interesting 
and I would like to pass them on as 1 feel they are quite revealing 
as to the present situation, although they might be considerable 
exaggerations. 

The Chinese forces on the Salween are repeating the oft-told tale 
of corruption; starvation and disease due to callousness and misman- 
agement by the top military people; useless slaughter of heroic troops 
under the command of men totally ignorant of military warfare; 
defeatism in the high command to a point of a psychological inability 
to realize that Chinese troops properly fed, equipped and led can 
defeat Jap troops; soldiers sent into battle against superior numbers 
of Japanese troops because no Chinese commander will risk the major 
portion of his troops in any one engagement; soldiers sent into battle 
with insufficient training and not instructed to crouch or dig fox 
holes because such protective measures would mean loss of face: 
soldiers making futile and costly frontal assaults in daylight; Chinese 
losing 3 to 1 against the Japs, while Merrill’s Marauders killed 60 
to 1; Chinese commanders insisting on bringing in more troops than 
planned for, thus unsetting at the last moment carefully laid plans; 
American advisers being ignored except to be asked question—how 
soon could the necessary supplies be made available? These are not 
my thoughts but rather the opinions given to me by high ranking 

American officers who had just returned from the Salween front. 

These are some stories they tell: À 

When the Chinese forces came to the Salween. the American engi- 
neers estimated that it would take them about 4 days to build a bridge 
across the river. It took the Chinese seven weeks, for a month was 

snent convincing the Chinese command that a bridge should be built. 
The Chinese command opnosed the construction on the grounds that 
¿if a bridge was paths Japanese could use it in a counter-offensive 
: . unming. pats 
arsed Pe ee Seren were shelling one of the many highly 
X AE Tan points of resistance. One Sunday an American GI 
aes: for a stroll through the town and did so. He saw some 


a to go O ; : 
q paidon M and picked up some souvenirs In true American fashion 
dead Japs ? 
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and calmly walked through the town as though on a Cook's tour. 
He didn’t see any live Japanese or any evidence of such. After he 
returned and reported his rather extraordinary experience, the Chi- 
nese continued to shell the town and a week after this incident still 
hadn’t stormed the town. 

_As for the famous battle of Sungshan mountain in which the Chinese 
dislodged the Japanese from the top of this mountain, the Chinese 
kept asking for more and more dynamite until General Dorn finally 
asked why so much dynamite since he had given them enough for a 
campaign. They showed him the plans of attack and, in the words of 
the teller of this story, their plans called for tunneling through this 
mountain practically at its base. When the day came for the big 
blow off, every coolie in the Salween knew about it. Finally the 
charge was exploded, while the Chinese withdrew to a safe distance. 
After the smoke had cleared the Japanese were found to have moved 
out of their pill-boxes into the craters conveniently made for them 
by the explosion and the battle went on. 

According to one informant, the Japanese have only 4,000 troops 
preventing the reopening of the Burma Road and the progress that is 
being made is more the result of Japanese deliberate withdrawals than 
Chinese pressure. It is said that the combat efficiency of these troops 
as compared with Americans is about three percent. (I hear in 
Chungking that the Japanese are now sending reinforcements into 
Northern Burma. 

The stories I heard about the North China (Honan) campaign were, 
if anything, even worse. I will give you one—when it was recom- 
mended to General Chow Cheh-jou that the Chinese Composite Air 
Wing bomb a concentration of Jap tanks in one of the rail centers be- 
fore the Honan campaign really got under way, General Chow felt 
that this would be a misuse of his air power which should instead be 
saved for the battle. The net result, as told to me, was that the same 
airmen had to seek out these same tanks in groups of 2 and 3 when 
they were scattered throughout the countryside and spearheading 
the Japanese drive, instead of getting them all in a bunch. 

I have more of such tales but I’m afraid that I’ve already given you 
more than enough to make ths point. The others can be had for the 
asking. 


(Book 772, pp. 182-165) 
SEPTEMBER 19, 1944. 
10:00 a.m. 
Group 
Present: 
Mr. D. W. Bell 
Mr. C. S. Bell 
Mr. Haas 
Mr. Pehle 
Mr. Gamble 
Mr. Blough 
Mr. Smith 
Mr. White 
Mr. Gaston 
Mr. O'Connell 
Mrs. Klotz 
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H. M. Jr: Charles, what do you have? 

Mr. C. S. Bell: Just a couple of little things, sir. You want to send 
Jimmy Saxon to England. He is with Foreign Funds. 

H. M. Jr: Who wants to send him ? 

Mr. C. S. Bell: Joe O’Connell—Buz Aarons—— 

Mr. O'Connell: He would go to England first, but we sent you a 
memorandum on it, Mr. Secretary, the 12th. You may not have seen 
it. Mr. Schmidt and I talked to Dan Bell about it. We were suggest- 
ing that Saxon go to London and then to France for the purpose of 
taking a look into the banks, specifically Chase and Morgan, which 
were open during the occupation. and we had some indications that an 
examination of the records of the banks would give us some informa- 
tion that we really ought to have. It sort of parallels the Ford case, 
1f you remember. 

H. M. Jr.: I just didn’t know what you people wanted me to do on 
the Ford case. I got a memorandum from you and White. It was 
on the Chase National Bank and the Morgan Bank. 

Mr. O’Connell: The memo merely suggested that we send someone 
to France to take a look at the banks. 

Mr. White : Saxon would be a good man. 

H. M. Jr.: That is all right. I am for it, and if Gamble is embar- 
rassed, I can’t help it. He has the Vice President of the Chase Bank 
in charge of New York State. 

Mr. C. S. Bell: I understand, unofficially, that Sam Klaus is on 
his way back; likewise Richardson, the man we just sent over, and 
also the State Department man. I haven’t got the details. It hasn’t 
reached the official stage, but I think Winant would feel better if they 
would all come back. 

Olrich would like to move the Surplus Property branch to New 
York. That is where most of the business is, and we think it is a 


good move. 
H. M. Jr.: Wait a minute. You are going to move Surplus Prop- 
erty to New York? 


Mr. C. S. Bell: Yes, sir—all but a nucleus office here. There will 
be about two hundred and fifty employees. 

Mr. O'Connell: They have more tha» that in New York now. 

Mr. C. S. Bell: No—well, that is the District office. This is the 
Washington office—departmental office. 

H. M. Jr.: Why New York? 

Mr. C. S. Bell: He feels that most of the business is there that he 
will do, and the space problem here is rather acute. If you want 
them here, I can find the space for them. 

Mr. O'Connell: Space is the only reason I can think of, offhand, 
for going to New York. The operation is pretty decentralized. 

H. M. Jr.: Well, the thing that interests me much more than where 
the Surplus Property is going to be located, is am I going to keep 
Surplus Property? I would like to settle that thing first. 

Mr. D. W. Bell: He wants to talk with you about that because of 

ituation on the Hill, and Clayton resigning. 
iba Jr.: I mean, before I decide where they are, I want to decide 
whether or not 1 am going to keep Surplus Property. 
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Mr. O’Connell: I can give you a report on that if it relates to Mr. 
Olrich. There are two things about Mr. Olrich’s situation, one is that 
OPA is going to continue the suit that has been commenced against 
his company. They have decided not to settle the suit. Mr. Olrich 
has been out to Minneapolis and he told me yesterday—and he also 
talked to me on the Baoue from Minneapolis—that it looked as though 
the suit would probably drag along for a number of months before 
it got to trial because they have asked them for a tremendous amount 
of information. Mr. Olrich professes to be quite happy about that 
because he believes that will make it unnecessary for him to think 
further about leaving the Treasury and going back to his business. 
I think sometime if you have a chance this week he would like to talk 
to you, probably. 

H. M. Jr.: What I would like to do is this, I would like to call up 
this fellow who is the head of OPA. 

Mr. O'Connell : Bowles? i 

H. M. Jr.: Yes—and say, “I took this man after checking with 
your organization and you said his company was all right. Now, it 
either is or it isn't. You have been fooling around with this thing 
for months, and I want to know.” 

Mr. O'Connell: We already have from OPA a pretty direct state- 
ment that there is nothing wrong either with Mr. Olrich or his com- 
pany, because we checked with them before we hired him. At the time 
we were thinking of hiring him he told us he was in some difficulties 
with OPA and they advised us that although there might be litigation, 
that there was nothing discreditable about the company involved, and 
that Mr. Olrich was a perfectly fine fellow; and they told us specifi- 
cally there was no reason why we should not hire him, and they have 
told us—since we hired him and since the thing came into litigation 
they have reiterated that and indicated that even though they were 
not going to stop the law suit, there was no reason in the world why 
we should not continue to keep Mr. Olrich. And he now tells me, as 
I say, that he will be able to stay. He is apparently quite anxious to 
stay. ' 

H. M. Jr: Would you advise me to call up Bowles? 

Mr. O'Connell: No, I thinksthe situation is better now than it has 
been at any time. The litigation will probably not come to a head 
for a number of months, and I think we are ina pretty good situation. 
I wouldn't do anything. 

H. M. Jr: Well, the thing I had in mind was this—I see that Clayton 
has resigned. 

Mr. O’Connell: Yes. 

H. M. Jr: And they are going to appoint a three-man board. If 
the President is looking for somebody, I don’t know anybody better 
than Olrich. 

Mr. O'Connell: That worried me, too. 

H. M. Jr: But can I recommend Olrich to him with this suit of this 
company hanging over his head ? 

Mr. Gaston: I don’t see why not. It was a sheer difference of 
opinion about what the OPA regulations provided. Munsingwear 
people thought they were allowed a certain ceiling price; OPA 
thought they didn’t allow those ceiling prices—that they were allowed 


lesser ceiling prices. It is just a difference of opinion about what the 
regulations meant. 
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H. M. Jr: Well, I still say—I don’t know how hard up they are, 
but 1 still think he is the best man around. 

Mr. D. W. Bell: I believe that Olrich is going to have. to go because 
of this suit. I don’t think he will have to go for many months, while 
the investigation is on. but when it actually gets before the court, 
I don’t think Olrich will stay here, and I don’t believe his Board of 
Directors will let him stay here. d 

Mr. O'Connell: Of course, the case may never come to trial. 

H. M. Jr: Why don’t they settle that thing the way you settle a 
tax case? : 

Mr. O’Connell : There were no grounds to settle on. From the stand- 
point of the OPA, they have started a law suit. They think they are 
right and Mr: Olrich thinks he is right; the OPA enforcement people 
think if they settle that case it will ruin their case with the entire 
industry, and the more pressure that was put on them the more re- 
sistant they became to settling the suit. No question about that. 
Brownlee and Clayton and everybody in the place did all they could, 
and the more they pushed the more the enforcement people and their 
General Counsel—Mr. Field—the more adamant they became. And 
I can understand that. I mean, they felt that they would be letting 

their whole enforcement organization down, and that the entire textile 
industry would say this was a good case, but it was fixed because of 
Mr. Olrich. Now, that is what Mr. Field thinks, I am sure of that. 

Mr. White: Why would it be fixed if it were fixed? You said that 
is what the people would think. What would be the facts of the case ? 

Mr. O’Connell: That would be the facts. 

H. M. Jr: Your advice to me is to leave it alone? 

Mr. O’Connell: Yes, sir. 

Mr. D. W. Bell: But Olrich does want to see you this week on the 
over-all policy. He says that now that they are going to set up the 
board and Clayton is resigning why you have got to consider whether 
you do want Surplus Property under this new board, because you are 
going to have very little to do with the policy. 

H. M. Jr: Where is Olrich? 

Mr. C. S. Bell: Heisin town. He came in yesterday. 

H. M. Jr: I could see him at three o’glock and that would be Charles 
Bell, O’Connell, and who else? 

Mr. O’Connell: If we are going to talk about the legislation, I 
would like to have Tom Lynch here. 

H. M. Jr: Fine. 

Has Olrich a first assistant? 

Mrs. Klotz. Yes. ; 

Mr. C. S. Bell: Atcheson, former comptroller of Marshall Field’s. 

H. M. Jr: Could you bring him over, or not? 

Mr. C. S. Bell: He has lived right with this whole program from 
the beginning. I think it might be a good thought. 

H. M. Jr: He might misunderstand. 

Mr. D. W. Bell: Leave it to him to bring somebody. 

H. M. Jr: Yes, tell him he can bring any one or two people he wants 

with him. Then we will go into this question of location and whatever 


else. a 
y S. Bell: Yes, sir. You might want to know that WPB are 
ae ae their priority demands on possibly all items not direct 
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war materials. That will have some bearing on Lend-Lease, UNRRA, 
and possibly Surplus Property. 

H. M. Jr: Do you know about that, George? 

Mr. Haas: Yes. 

Mr. C. S. Bell: That will be in about another week. They will hold 
back on textiles and two or three other commodities. 

That is all I have. 

The four deferment cases—— 

H. M. Jr: Do them right now. 

Mr. C.S. Bell: Three of them are very good cases. 

H. M. Jr: O.K. (The Secretary signs deferment applications of 
Reuben K. Barrick, Anthony Dougherty, and Hovey P. Gwin, Jr.) 

Mr. C. S. Bell: This case has been up before. Mr. Gaston and Mr. 
Wilson approved it. I didn’t think so much of it. He is an attorney 
in the Internal Revenue Bureau. He is a pre-Pearl Harbor father. 

Mr. Gaston: He is Atkeson’s assistant. They say they just can’t 
get by on those statistics of income without him. I think that they are 
at fault for not trying harder to get a replacement a year or more ago, 
but the situation now is that it will put them in a very tough spot 
ES they have to let him go—as 1 get from Norman Cann and also from 

oy. 

Mr. Blough: Yes, 1 would like to support that, at least temporarily. 

H. M. Jr: How long are these deferments for? 

Mr. C. S. Bell: Six months. , 

H. M. Jr: O.K. (The Secretary signs the deferment application 
of James R. Turner.) } 

Mr. C. S. Bell: That isall I have, sir. f 

H. M. Jr: Could I just interrupt one minute? I might want to 
start something going on the telephone because I am pressed for time. 
Let me just switch one minute. What is the status of my War Bond 
speeches which I am supposed to make in October? ‘ A 

Mr. Gamble: The George Haas shop has prepared basic material 
which both Fred and I have. Fred is working with Alan Barth on 
the speeches and they are not ready yet, Mr. Secretary. i 

H. M. Jr: After all, I brought Barth in to help me, so I know his 

ood points, which are excepđional. But I never would pick Barth to 
St this kind of speech. 

Mr. Smith: No, he isn't trying to do the speeches, but we were talk- 
ing about it one day last week and he got on a white horse about the 
wonderful job that War Finance was doing; when the history of the 
war was written, that would be a big chapter, and so forth, and it was 
all good stuff. So I asked him if he would like to just give me what 
he was saying, to give some lift to the whole business, then we will 
take that and let that be the excitement of the speech—I mean the 
melody, so to speak—and then we will put in all these facts and figures 
and make a good concrete speech out of it. He had it awfully good, 
and it was too bad to miss it. He has really got something to offer. 

H. M. Jr: Who is working on this, George? 

Mr. Haas: Well, sometime ago, right after Ted had seen you, we 
had a meeting in Fred’s office and we were to put the idea as basic ma- 
terial, and we have done that, and Fred has been working on it. 

H. M. Jr: When was it, Gamble, you said we started on it? It must 
have been ten days ago. 
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Mr. Gamble: Yes. 

H.M.Jr: Isthere anything done now? 

Mr. Smith: Oh, yes. Westin the thing from George Haas’ office 
which is very complete and very long. And you could see that if you 
wanted to and maybe get some ideas out of it. But I thought that the 
slant was a little wrong on it because it was more about holding prices 
down—I felt it was more about holding prices down than it was on the 
job the War Finance people had done. That is good as a secondary 
thing in the speech, but I don’t think it ought to be—— 

H. M. Jr: I mean, Barth had some ideas on this? 

Mr. Smith: He has some.ideas which he doesn’t want to get into 
until he gets the other speech out of the way. We had no idea of 
giving Barth all this material and telling him to write a speech. But 
if he would sit down and give us two or three pages on the material 
he was talking about, which is purely emotional material, then we can 
use that to key the speech into. 

H. M. Jr: Who is going to write it? 

Mr. Smith: Barth will do that, and then I will take over what 
Barth has got, and what George’s office has turned in, and what Ted 
is going to add, and we will build the series of speeches around that. 

H. M. Jr: Well, I had an idea that I am not going to wait. I was 
thinking—I have four and a half hours going to Chicago and five 
hours coming back, and there are two people, Herbert, that 1 was 
thinking of that could really do this thing; one is this fellow that is 
working for the Chicago papers—— 

Mr. Gaston: He is right here in the building—Robert Vanderpoel. 

H. M. Jr: What is he doing? 

Mr. Gaston: He is getting some fresh material —getting our angle 
on various things—taxes, and so forth. 

H. M. Jr: What would you think about it? 

Mr. Gaston: I think he would give you some good general advice. 

H. M. Jr: The other man that made such a good impression is the 
man from the Christian Science Monitor. 

j Mr. Smith: Harold Fleming. I think he would come down and 
oit. 

H. M. Jr: I need somebody to just take a week and doit. There are 
four speeches to be done. 

Mr. Gaston: I think Van would probably—— 

H. M. Jr: He works for Hearst, doesn't he? 

Mr. Gaston: Yes. He could take time out if you want him. 

Mr. Smith: I don’t know Vanderpoel, but I know Fleming, and 
I think he would do it unless he is terribly tied up, and he could doa 
good job. i ‘ 

Mr. Gamble: I think Vanderpoel is a better man than Fleming. 
We have had them both. Fleming worked for us for awhile. j 

H. M. Jr: Of course, writing an article and writing a speech is 
omething else again. ; 3 

à Mr. mbler But we have some very good material that Murphy 
he boys have turned out. Afet. 

a J 4 : I know, but somebody has to take this thing. Now, some- 

body is doing a wonderful job for Dewey. 

Mr. Smith: That is chiefly Elliott. ‘i 

Mr. Bell: He is busy at the moment; we can't borrow him. 
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H. M. Jr: But I want somebody that can take this stuff and I can 
talk to them and get something that is finished. But I haven't the 
time to sweat these things out myself any more. 1 haven't the time. 

Mr. Smith: We can talk to Vanderpoel about it. That is easy. 

H. M. Jr.: In the whole United States, this is different. This isn’t 
emotional. “How we finance the war,” is that what you want? 

Mr. Gamble: That is right. 

H. M. Jr: And I know what is going to happen, and I am not going 
to start on the trip—1 told you I will not go on the trip unless the four 
speeches are finished before I start out. Iam not going to put myself 
through this thing again. I told you that. 

Mr. Gamble: Yes, well, I agree. 

H. M. Jr.: I am not going to start unless the four speeches are fin- 
ished before I start out, and I said this ten days or so ago. I don’t 
see why the first one shouldn’t be finished now, but it isn’t. 

Mr. Smith: We are still getting material. 

H. M. Jr: The thing should be finished. I mean, how long ago did 
it start? Is it two weeks? 

Mr. Smith: I don’t think it has been that long. 

Mr. Haas: It was the day you left, I think—whenever that was. 

H. M. Jr: That was Saturday a week ago. 

Mr. Gamble: About eight or nine days ago. 

H. M. Jr: A hell of a long time. Well, why don’t Gamble, Smith, 
and Gaston get together after thismeeting? I would like to get some 
one person and take this thing—get a finished product after I have 
talked to them for an hour or two myself. 

Mr. Gaston: On the whole series? 

H. M. Jr: Yes. 

Mr. Gaston: Three or four speeches? 

H.M. Jr: Four. And if Barth has something that he wants to do, 
let him write a couple of pages, but he is not the man to do this kind 
of stuff. 

Mr. Smith: We know that. That wasn’t the point. 

H. M. Jr: Yes, but we haven’t got somebody who can do it. Ted, 
I won't go out on this trip unless the speeches are done. If you can 
get the man, I am willing to take the person with me on the plane 
tomorrow. I will weed the stuff out. I have got four or five hours 
coming back. I will read it coming back and 1 will work with this 
fellow. He can have four or five hours of my time. 

Mr. Gaston: What do you think about George Albee? 

H. M. Jr: No, this takes a fellow like Elliott. 

Mr. D. W. Bell: It takes a fellow like Bob Kintner. It takes a fel- 
low like the man on the Wall Street Journal. 

Mr. Gaston: Gene Duffield. 

Mr. O'Connell: He is terribly busy. 

H. M. Jr: I mean I want Gene Duffield or Bob Kintner, or some- 
body like that. 

Mr. Smith: Can you spring Bob Kintner? 

H. M. Jr: Oh, no. 

Mr. Gaston: He is just taking his new job as Vice President of the 
Blue Network. 

Mr. D. W. Bell: Could he, as an Army officer? 

Mr. Gaston: He is leaving the Army. 
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H. M. Jr: Who? 

Mr. Smith: Bob Kintner. 

H. M. Jr: He has just taken a fourteen-room apartment on Park 
Avenue. 

Mr. D. W. Bell: Phew! 

Mr. Gaston: Radio is a good game right now. _ ] 

H. M. Jr: Well, look, would somebody worry a little bit about this? 
Because if you want me to go, I am saying I will take this person with 
me; I will take Murphy’s material with me; I will read it and I will 
study it, and I will talk to this person, and then this person can take 
the thing and write it, but I am not going to go through the same thing 

again. I won't even start on the trip. 

Mr. Haas: There is some material in that statement that our shop 
put together—I think there is some question of the advisability of 
your saying it, but I left it all there to see what it looked like in 
the speech. h 

H. M. Jr: Well, I may take Henry Murphy on the trip, too. 

Mr. Haas: He is the main source. . 

H. M. Jr: I will take Henry Murphy and somebody—whoever is 
the best financial writer that we can get. 

Mr. Haas: That is good. 

Mr. C. S. Bell: Do you think it would be possible to get John 
Crider? 

H. M. Jr: I wouldn’t have him on the plane. 

Mr. Haas: Take him up high and drop him! 

Mr. Smith: That takes care of John Crider. 

H. M. Jr: Did you read his book “Bureaucrat” ¢ 

Mr. C. S. Bell: I have it, yes, sir. I have all the references to 
you marked. 

H. M. Jr: Yes, they stink. 

Mr. C. S. Bell: In fact, I have an autographed copy. 

Mrs. Klotz: Which is one of the reasons we couldn't take him. 

H. M. Jr: Anyway, if you people want to go on this trip, would 
you please put your mind to it? 

Mr. Gamble: Yes. 

H. M. Jr: There must be somebody.> What is the name of this bond 
man in New York—Government bond fellow? 

Mr. D. W. Bell: Chris Devine. 

H. M. Jr: Yes. Who do you suppose put that book together for 
him on the Government? 

Mr. C. S. Bell: He has a fellow there that does that. 

H. M. Jr: Wasn’t that well put together ? 

Mr. C. S. Bell: Very well, but it is largely factual material. 

Mr. Gaston: We might be able to get you Sylvia Porter. 

Mr. White: Take her on the plane. 

Mr. D. W. Bell: That eliminates Murphy! (Laughter.) 

Mrs. Klotz: Don't think she wouldn't do a good job! 

Mr. Gaston: She simplified the tax law, of course. None of her 
simplifications meant what the law meant, but it was simple, just the 

Mm. Jr: If I took anybody I would rather take Mable Newcomer ! 

Mrs. Klotz: Ob, Mr. Morgenthau, I would love to answer that. 
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H. M. Jr: Anyway, I want something this afternoon—some sug- 
gestions that I can pass on, if you please. But you can do that now, 
the three of you, please—that is, if I am to go. 

Mr. Gamble: You areall booked. 

H. M. Jr: I am not going to start, and I am willing to work on the 
plane out, and I am willing to work on the plane back. I don’t want 
to do what I did with those two men I took from here on the plane 
half way down to Texas and then I gave three hours of myself, and 
then I got to Los Angeles and paced the streets of Los Angeles 
because I didn’t have something. I mean, I poured myself out to 
those two men, and I am not going to go through it again. There must 
be somebody, if I give that much time, who can give me a finished 
product. 

Mr. Smith: It is a little easier imagined than found, but we will do 
our best. 

H. M. Jr: O.K. Herbert, will you, Gamble, and Smith get together? 

Mr. Gaston: Yes, indeed. 

Mr. D. W. Bell: The Bankers Committee is here and some of them 
are leaving tonight and I should think that you might want to see 
them as a courtesy, today. Whether they will be ready to report, I 
don’t know. 

H. M. Jr: Four o'clock? 

Mr. D. W. Bell: Yes. 

Next week we have a refunding of the three and a half billion 
dollar certificate maturing on October 1. ‘ 

I would like to suggest a different procedure for announcing it this 
time. Heretofore we have announced in the morning that the books 
are opened, and then leave the books open three days, and we had 
some complaint on the last one because there wasn’t enough time. 

I would like to announce it tomorrow morning that the books will 
be opened on Monday of next week and this can go to the banks, and 
then on Monday the banks will get the circular. 

H. M. Jr: Is that a rolling over? 

Mr. D. W. Bell: Yes. And that will give them a whole week’s 
notice, plus three days of the books being opened. If you approve 
that, we will let it go tomorrow morning. This is the circular. 

(Secretary signs Circular No. 752.) 

H. M. Jr: What else do you have? 

Mr. D. W. Bell: That is all I have. 

H. M. Jr: If I get time between now and eleven, I want to meet 
with this group that works with me on this German business. 

Harry ? 

Mr. White: There is a letter that you want to consider signing in 
answer to Kung. Now, whether you want to handle that purely by 
letter, or whether you want to get him down here, is something that 
you will want to decide in handling the letter. 

a A J T: T yod pouch raher do it by letter. I sent it back to 
ou, but I would like General Clay and Gener initial i 
y Me Ds. W. Be iF General Cats 1 n Pa? Carter to initial it. 

H. M. Jr: Well, that was a courtesy. Tt is really Cla 

Mr. White: The men have reworke a an 
and the results, 1 think, are very en pee aii ie i 
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H. M. Jr: Did you see Eisenhower's statement in the paper this 
morning ? >l 

Mr. White: I saw a reference in the Times to the conditions under 
which he was going in, but it wasn’t a copy of the Proclamation, if 
that it what you are referring to. P 

H. M. Jr: For my records, could we get a true copy of what he said 
and what relation it has to his Proclamation? I would like a little 
explanation of what he did. 

Mr. White: I didn’t think that was the Proclamation, but I will be 
able to get it. E 

H. M. Jr: Will you get it and give me a little memo explaining 
where it fits into the picture? 

Mr. White: Yes, we will get it; it may take several days. 

Mr. D. W. Bell: I thought that was just an informal statement that 
he made, a sort of press release. 1 doubt if he had had approval of the 
Proclamation from here, because it was late Monday—late Saturday 
when Jack McCloy called me up and told me that he had had an urgent 
telegram from Eisenhower to approve the Proclamation. They had 
dropped out only that part of the first paragraph which referred to 
treating Germany as the other liberated countries, and they did not 
put in anything about obliterating Naziism and militarism in Ger- 
many, and they gave some excuse as to why they couldn’t change it. 
It was too late. We were well into Germany, and the Proclamation 
had to be issued. So we told him Saturday evening that you had sent 
over the draft of the first paragraph as a suggestion, and if it wasn't 
accepted, it was too bad. We hoped to get it. 

Jack sent a cable back—he said he would send a cable back—that 
if it was imperative to issue it, go ahead, but he saw no reason why the 
obliteration of militarism and Naziism shouldn’t be added at the last 
sentence, and it wouldn’t cause much difficulty. But if they didn’t 
get it in, they were to go ahead and issue it, but we would like to have 
it considered for later issue when they got deeper into Germany. He 
said that was the type of cable he would send. We did not see the 
cable. I am sending you a memo on it. 

H. M. Jr: Just to digress a minute, you (Gaston) might find out 
who the financial editor of the Chicagé Sun is. 

Mr. Gaston. Yes, 1 will ask. Is he good? 

H. M. Jr: I don’t know, but they started out with fine people. 

Mr. Gaston. They started out with a sour financial editor who had 
been the former editor of the Chicago Journal of Commerce. He was 
a terrific reactionary with a straight Chicago Tribune point of view. 
They have somebody else in his place. i 

H. M. Jr: I was thinking of somebody who would be sympathetic. 

Mr. Gaston: Hanna was terrible. 

Mr. White: I don't know who the man who writes for the Journal 
of Commerce is, but many of the things he writes are very well done. 

Mr. Smith: He is a she! 

Mr. Gaston: You mean your Journal of Commerce. 

Mr. D. W. Bell: You don’t mean the reporter out of here. 

Mr. White. 1 don't know who he is. 

Mr. Smith: Are you talking about the Bretton Woods stuff? 
Mr. White: She wrote on that, too. 
Mr. Smith: That is a girl. 
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Mr. Blough: 1 won't recommend her for a dog catcher. (Laughter.) 
Mr. D. W. Bell: I don’t think she knows the first thing about it. 
Mr. White: I didn’t know it was she. 
_ Mr. D. W. Bell: Do you know Kuhns who is editor of Banking? He 
is the secretary of this committee that is in town for today and 
tomorrow. 

Mr. Gaston: No, I don’t know him. 

H. M. Jr: I have to get a fellow who is going to write these 
speeches, and 1 want somebody who is going to write for Roosevelt. 

Mr. D. W. Bell: I don’t know about him, then. 

Mr. Gaston: Vanderpoel writes very well. I don’t know about his 
speech-writing, but he expresses himself very well. At one time he 
wanted to know if I couldn’t suggest something that he could get dur- 
ing this compaign so he wouldn’t have to stay on the Hearst paper 
during the campaign. He wanted some job. 

H. M. Jr: Mr. White? 

Mr. White: I was speaking of that Directive. Now, I think it is in 
very good shape. Whether you send your copy, you will want to 
glance through it. But this is an important document. 

H. M. Jr: I will meet with you gentlemen—I will set a time right 
now; I don’t know of anything more important. I will meet with you 
people at three-thirty—those that worked with me on the German 
thing. 

Harry, if you don’t mind at that time, just having that group who 
have worked on that so-called black book—if they could step in here a 
minute, I would like to see them. 

Mr. White: I will have them here at the beginning. 

H. M. Jr: I mean the ones who helped prepare what 1 call the black 
book. 

Mr. White: I understand. The memorandum from Stimson which 
you may or may not have had time to read 

H. M. Jr: I have it, but I have not read it. Could we let all of that 
go until three-thirty, please? 

Mr. White: Yes. 

H. M. Jr: Well, as a matter of fact, Olrich is coming at three, and 
fifteen minutes is plenty. Let's Make it three-fifteen, because this thing 
will take longer. 

Mr. White: Now, Herbert will want to raise at this time or some 
other time today the question of Aldrich’s statement, because Senator 
Wagner called Luxford this morning. I don’t know whether Luxford 
had an opportunity to speak to you. It has put quite a different face 
on the situation. I don’t know when you are going to discuss that, 
but it needs to be considered. 

H. M. Jr: I would just as leave settle it now. 

Mr. Gaston: Well, one of Wagner’s secretaries called Luxford this 
morning and said that he understood we were preparing in the Treas- 
ury something for Wagner to use on the radio. The Senator said that 
it must be on a very high plane and must not have any politics in it at 
all. I can’t understood how that would meet Porter's needs. 

H. M. Jr: After all, the thing to do is to meet the fellow who is 


going to make the speech. Did anybody take up the s 1 a 
ing to get Ned Brown to answer him ? A Pao Suenegign ory 
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Mr. Gaston: Nothing has been done about it. J thought I would talk 
the whole thing over with you today. 

H. M. Jr: Herbert, I won't have time. You people will have to 
handle it. You are chairman of that committee with power to act. 1 
just don't have time. 

Mr. D. W. Bell : Ned is here. 

Mr. Gaston : Is he? 

Mr. D. W. Bell : He is in room 218. 

Mr. Gaston: I have two questions: Do we want to string along with 
Paul Porter and let him use this as a campaign issue? The other 
question is, how do we want to answer that 1f we don’t do that? 

H. M. Jr: Mr. Gaston, you are chairman of the committee, and the 
committee has power to act without referring it back to me, if you 
please. The committee is what—White, Smith, Gaston, Luxford: 
O.K. You might let me know what you do. 

Mr. Gaston: Yes. 

H. M. Jr: Harry? 

Mr. White: That is all. 

H. M. Jr: The thing up at Quebec, all together, was unbelievably 
good. And as far as I went personally, it was the high spot of my 
whole career in the Government. I got more personal satisfaction out 

of those forty-eight hours than with anything I have ever been con- 
nected with. 

The thing that we have been working with here, with regard to the 
attitude towards Germany—the Treasury viewpoint was wholly ac- 
cepted, and so it was, that thing that everybody here worked on so 
hard was accepted, and the President put it this way: He said he had 
been groping for something, and we came along and gave him just 
what he wanted. But I don’t know how they are going to announce 
it or what they are going to do about it. I was amused. I think it 
was yesterday afternoon that I saw this article about KUH from 
London complaining about the things we hadn’t done, and everything 
he was complaining about has been done. Then in the next column 
was this article by Robertson, that nothing important had come out 
of Quebec. But, on the other hand, this is interesting, just to show 
you how things do get around: My cousin, Professor Goodhart, is 
here from Oxford. He attended a meeting which this editor of 
Fortune attended, Russell Davenport, and Davenport knew about 
everything that I have been doing. He said that I have been spear- 
heading this thing and knew what my position was in regard to the 
Ruhr, and he knew the whole story. And Goodhart, whom I had 
shown the black book to, said he couldn’t take part in the situation 
because I had made it such a secret, and he said, “Here was Russell 
Davenport discussing the whole business at a little dinner in New 
York.” 

Mr. Pehle: Critically ? 

H. M. Jr: No, but just that I was spearheading and carrying the 
ball on this matter. He didn’t say he was critical, but he had the facts 
in regard to the Ruhr. 

Mrs. Klotz: Is that good or bad? 

H. M. Jr: I don’t know. 

Mr. Pehle: It is inevitable. , } À 

H. M. Jr: But Goodhart thought they most likely got 1t Lom, the 
English, because the English know everything that is going on here. 
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Mr. Smith: I was going to say that I ran into John Lord O’Brian 
at the Metropolitan Club, and he had the whole story. He is a close 
friend of Stimson’s, and he might have gotten it from him. 

Mr. D. W. Bell: Bob McConnell said that he was up there the other 
day, too, and somebody mentioned it sitting at the table, what the 
Treasury is trying to do, and said it was quite obvious that this whole 
group of Army officers were discussing this very subject, and no doubt 
the Treasury’s program and plans were mentioned and discussed. 

Mr. O’Connell: A copy of the Treasury program went to OSS, for 
example—I understand from the Army or some place. At least, Joe 
DuBois told me yesterday—— 

Mr. Pehle: From State. 

Mr. O’Connell: Didn’t you know of that, too, John? In any event, 
I think it is inevitable, as John says. 

H. M. Jr: Well, the only point that I was malting was he couldn’t 
understand, knowing I was there and so many people knowing this, 
that nobody had written anything about it. 

Mr. D. W. Bell: It is bound to come out right soon, because there 
must be a hundred people around town who know it in the three 
Departments. 

H. M. Jr: There are four—Hopkins, too. 

Well, anyway, I know it is inevitable, but I think it is interesting. 

Mr. Gaston: I think Steve Early probably controlled what was 
written out at Quebec. 

H. M. Jr: Completely! Steve was very pleased. He concocted 
this idea of this press conference and throwing the whole thing on 
the Pacific just at this time. It has already borne fruit. 

Mr. Blough: I think there are a few news notes as to what is 
going on, which I won’t bother you with here unless you want to take 
the time. I can send you a short memorandum on it. 

H. M. Jr: Well, I have got to do something on this tax business. I 
want a couple of hours with you. 

Mr. Blough: They are at your disposal any time you have the 
time. I think the question should be raised as to whether any public 
statements are to be made between now and election time. I haven’t 
been able to see any percentage in it, but there may be, and I think 
the question ought to be thought about so that somebody won’t come 
around and say, “Why aren’t you thinking about it?” 

H. M. Jr: If these people don’t find somebody to go with me to 
Chicago to work on the trip, you see, I will take you, and you can 
bring me up to date on taxes. So when you go home you might pack 
an overnight bag. 

Mr. Blough: When is this trip? 
ig M. Jr: Late tomorrow afternoon. Tell that to Henry Murphy, 
E They will undoubtedly get somebody, but 1 will be 

H. M. Jr: You like those trips? 

Mr. Blough: Oh, yes, I am delighted to do it. 

H. M. Jr: I wouldn’t be in the plane three or four hours and not do 


“Mr. Blough: I would very greatly w 
that time to go over taxes, I assure you 


it 
elcome the opportunity to take 
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H. M. Jr: Bring down a toothbrush. Otherwise it will have to 
go until next week. 

Mr. Blough: The news notes are not too important. They can 
go until next week. 

Mr. Pehle: Do you remember Ambassador Gerard wrote to the 
President about something he thought was politically important? 

e prepared a memorandum from you to the President which you 

sent, and it apparently didn't strike the right note with the President. 
-He came right back and asked again. We have an answer which 
nobody is happy about, but I think it is inevitable, and that is to tell 
.them that you can’t give him material which he could use for this 
Dun ose, without an investigation which we haven’t any authority to 
make. 

H. M. Jr: Give whom? 

Mr. Pehle: The President. The facts are very complicated, and 
not at all clear, and they had never come out in litigation. The issue 
is an old one. I don’t think it is politically important, anyway, but 
he won't like that, and none of us like it, either. (Hands Secretary 
letter addressed to Ambassador Gerard.) 

H. M. Jr: O.K. 

Mr. Pehle: Thatis all. 

H. M. Jr: Now, you have made all the arrangements for the two 
ladies going up tonight? 

Mr. Pehle: Yes, sir. 

H.M. Jr: Have you been ? 

Mr. Pehle: No, I haven't. 

H.M.Jr: You are not going this time? 

Mr. Pehle: No, 1 was going before this, but the German thing got 
hot. But all the arrangements have been made, and I wrote Mrs. 
Morgenthau a couple of days ago and gave her the last word. We 
went ahead with the fruit-picking thing. 

H. M. Jr: What did you do? 

Mr. Pehle: We gave the War Relocation Authority permission to 
let them out during the daytime to pick fruit. 

H. M. Jr: The:apples are there for everybody. They were only 
picked yesterday. They may be a little bit on the unripe side, but at 
least they are sound, anyway. And they have that flavor that we 
were talking about that they haven't got in Oregon. 

Mr. Gaston: Says you! 

H. M. Jr: 1 am excluding the Willamette Valley. Do you know 
there is the first white man born in Willamette Valley sitting right 
there? 

Mr. Gaston: Not quite. My mother was the first white girl born in 
Western Oregon. hae 

H. M. Jr: How far did we get? We got as far as fruit pickers. 

Mr. Haas? ? y 5 

Mr. Haas: We have that material on cut backs in relation to Gov- 
ernment expenditures. It is in the chart room. 

H. M.Jr: Allright. . l m y 

Mr. Haas: 1 called Marvin Jones and went into this question of 
+his food surplus. There are tons of food, and also two billion dollars 
al ired to maintain parity on farm prices. I have a memorandum 
hore. The two billion is just the addition in borrowing power. It is 
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really a six billion dollar job. (Hands Secretary memorandum en- 
titled, “Food Surplus Problem After Defeat of Germany.”) That 
is all I have. 

Do you want to go over this whole finance business sometime ? 

H. M. Jr: What I am going to do is this: Iam going to meet Mr. 
Gamble in the chart room at eight-thirty tomorrow morning, at which 
time you can give me this whole publicity layout. Will you do that, 
please ? 

Mr. Gamble: It is in the chart room now. 

H. M. Jr: I will be here at eight-thirty tomorrow morning, so you 
can go to bed early. Have you seen it? 

Mr. D. W. Bell: No. 

H. M. Jr: Will you be here? 

Mr. D. W. Bell: I will try to. 

H. M. Jr: Can you give me what my program is in Chicago? 

Mr. Gamble: Yes. We have set up this luncheon of about eight 
of the War Finance people, Hap Young and a couple of his associates. 
We have set the luncheon for twelve forty-five. 

H.M. Jr: Yes. 

Mr. Gamble: I wanted to ascertain from you whether or not you 
wanted our people to meet the plane, or anything you would like for 
them to do prior to that. 

H. M. Jr.: No, thank you very much. 

Mr. Gamble: Fine. Then Í will give you a note on where the 
luncheon isto be. I will give it to you this afternoon. 

H. M. Jr.: Now, what about Boston ? 

Mr. Gamble: I have done nothing about Boston. 

H. M. Jr.: I am available Saturday. 

Mr. Gamble: 1 will set it up. 

H. M. Jr.: We will do this other thing tomorrow morning. 

Mr. Gamble: Fine. Thatisall I have, sir. 

H. M. Jr: On the financing, I am here all next week. 

Mr. Haas: Oh, that is fine. 

H. M. Jr.: Then I am hearing from the bankers this afternoon ? 

Mr. D. W. Bell: Yes, you have the book on it, I take it. 

H. M. Jr.:Iknow. That doesn’t mean anything. 

Mr. Smith: I have your map and chart, (Hands Secretary Gallup 
Poll charted for September 17.) This is the Gallup Poll of Septem- 
ber 17. As of the 17th, two or three days ago—this 1s current up until 
then—all of these black States Mr. Roosevelt has with a reasonably 
comfortable margin. He has fifty-four percent or more of the votes. 
On these heavy cross-hatched ones—these are questionable; they be- 
long to either Dewey or Roosevelt, but the margin is very small. 
They run from forty-seven percent to fifty-three percent for Roose- 
velt. Whichever way these sixteen States go, the election will go. 

Mr. Gaston: You don't mean Maine is in that classification ? 

Mr. Smith: Yes, Roosevelt has forty-seven percent in Maine. 
These light ones are Dewey's, they are in the bag for Dewey pretty 

well. 

Now, adding that all up, we have nineteen States with a total of one 
hundred and ninety electoral votes that Mr. Roosevelt has pretty 
safely. There are sixteen States with a total of one hundred and 
ninety, the same total, that are questionable. 
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H. M. Jr.: Does that mean that Roosevelt has over fifty ? 

Mr. Smith: No, the way these things are cross-hatched—I will give 
you the other tally. The way these things are laid out, everything in 
which Mr. Roosevelt has from forty-seven percent to fifty-three per- 
cent—and that means that he will have some of them, and Dewey 
will have some, but they «are dangerous, like Oregon; they could 
switch one way or the other. 

Mr. Gamble: Oregon and Oklahoma have been completed since the 
17th, and they are both in the Roosevelt column. 

Mr. Smith: Now, Dewey has thirteen States in the bag and a total 
of one hundred and forty-eight electoral votes. If you take all of the 
States and give them to whichever has the edge as of today, no matter 
how small that edge is, that totals up to giving Roosevelt two hundred 
and ninety-two electoral votes and Dewey two hundred and thirty-six. 

H. M. Jr.: How many does he need ? 

Mr. Smith: Two hundred and sixty-six. 

If we were to freeze it the way it is now, that is what they have. 
As I say, just a small part of these questionable States going one way 
or the other can throw the election. 

Now, between August 23 and September 17 they have gotten re- 
pants on six of these States, California, Idaho, Iowa, Michigan, Ne- 

raska and Oregon, and all five of the current reports since the 23rd 
report have changed toward Mr. Roosevelt one or two percent. Itis 
very small, but it is constantly adrift. And the two percent in Oregon 
took Oregon from Dewey’s column and put it in Roosevelt’s column. 

And that is the situation as they stand. 

H. M. Jr: Why does he get something more recent ? 

Mr. Gamble: It just came out in the paper, Mr. Secretary. It was 
in the paper yesterday; the Gallup Poll finished two States. They 
finished Oregon and Oklahoma and then didn’t have it finished when 
this map was made. They finished them one or two at a time. The 
Oregon figure went from fifty-three percent, 1 think 

Mr. Smith: Oregon went from forty-nine percent for Roosevelt 
to fifty-one percent. 

Mr. Gamble: They announced it 

H. M. Jr: Where do you get your imformation, Fred? 

Mr. Smith: This was the most current stuff we got direct from 
Gallup. Now, you are supposed to get all of these polls ahead of 
publication. We haven't gotten them yet, but he said he would send 
them to you. 

H. M. Jr: Don’t you know Gallup? 

Mr. Smith: Yes, I have talked to him. He is willing to send them 
out, but he hasn’t started yet. 

H. M. Jr: Where was this made? 

Mr. Smith: Upstairs. We will keep that current as soon as we 
get additional changes. That is just an interesting thing Gallup 
sent (Indicates chart on political thinking by Gallup in Washington 
Post, September 3) which shows Roosevelt has lost the support of 
workers consistently. He has gained the support of businessmen, 
strangely enough, since 1940, and the professional people are up a 
little bit. White collar people are the same. 

Mr. D. W. Bell: Flow about the farmers? 
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_Mr. Smith: They are not listed, but the workers have gone con- 
al down from seventy-four percent to fifty-nine percent as of 

oday. 

_Mr. O'Connell : Would it be possible to relate this particular situa- 
tion and the time element to the situation as it existed in 1940? My 
recollection is that at about this stage of the game in 1940 the picture 
was almost as now, at least as far as the poll showed it was almost a 
fifty-fifty proposition until about the first of October, and then the 
swing that has been evidenced in the last few days in those five States 
you mentioned developed along about the time the President made a 
couple of speeches. If the Gallup Poll around the latter part of 
September *40 showed something like that, it might be interesting. 

H. M. Jr: This is good, Fred. This is what I wanted. 

Mr. Smith: It makes it perfectly clear that what the Democrats 
ought to do is set some commandos busy in the bulk of those sixteen 
States and spend most of their money and effort and they could throw 
the election. 

H. M. Jr: O.K. 

Mr. O'Connell: There are a couple of things I would like to men- 
tion. Joe DuBois has been trying to get a vacation since last spring. 
He is always called back. I would like to let him go away Wednes- 
day or Thursday for a week or so. 

H. M. Jr: What do you call that trip to England ? 

Mr. O'Connell: He doesn’t consider that a vacation, and I wasn't 
there. 

H. M. Jr: O.K., sure; he has earned it. 

Mr. White: I was there. It was no vacation. 

Mr. O’Connell: I had discussions with State, Army, and Navy, par- 
ticularly. We have been meeting in connection with our German 
program. We have been meeting resistance on a rather unexpected 
level. There is apparently a school of thought that believes we are 
substantially hamstrung in connection with such things as war crimes 
and what you do in Germany by international law, so called, and 
if it is agreeable to you, we are working on a memorandum to you, 
debunking that proposition, because it is the most completely phoney 
thing, I think, from a legalestandpoint of anything I have so far 
heard of. The argument runs—— 

H. M. Jr: May I interrupt you? I don’t know whether you know 
Professor Goodhart’s position in England. He is the editor of the 
Law Journal. He has done a lot on this very subject about whether 
you can shoot them on sight. I hope to get him down here next week. 
He has done a lot. And he belongs to the school of thought that 
you can. 

Mr. O’Connell: I would like to see it. That is what we think, too. 
In any event, we are trying to write you a readable memorandum de- 
bunking that legalistic position. 

H. M. Jr: Stimson takes that view. 

Mr. O'Connell: tt is a disgrace to the legal position to me, be- 
Tr cere: Car eae Se EE 
nothing a nA principles to a world situation which has 

. M. Jr: Churchill pulled one last ni 1 
á i ght. They were talking 
o ERSUN. x asema there is a slogan of the Communist Party; 
: annexation when they first started out. They got 
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into this argument, and Mr. Churchill said, “How can you, Mr. Stalin, 
as a member of the Communist Party change now, because you are 
asking for Latvia and Lithuania, when this was the original slogan 
of the Communist Party?” ; 

Stalin said, “I have joined the Conservative Party, and on that 
basis we are going to take the Baltic States.” 

I am glad to hear you are making that study. 

Mr. O’Connell: We will have it in a few days. i 

Do you want to say anything about the article that appeared in 
the papers attributed to the investigator for the Dies Committee? It 
appeared on yesterday’s ticker; then we got through the press section 
a statement of what he actually said and we then prepared an informal 
release which we gave to the newspaper people late yesterday after- 
noon, but it did not make any of the early morning papers. 

H. M. Jr: No New York paper carried it, except the Hearst paper. 

Mr. O'Connell: That was the most garbled of all. 

H. M. Jr: Am Iall right? 

Mr. O’Connell: I wouldn't worry at all. I think if the newsmen 
were to ask you if you did see eye to eye with Mr. Stripling, start 
off by saying you do not see eye to eye with the Dies Committee. I 
think you could very generously admit that if the newspaper men ask 
you. I mean, I would not dignify it. It isn’t the Dies Committee as 
such; it was a statement that Stripling put out in connection with an 
inquiry 1 made of him as to whether the Dies Committee is investi- 
gating Hillman and his PAC, In his statement he sounded off a bit 
about the fact that the Department had refused to give them tax 
returns, and then made it clear that that had nothing to do with the 
inquiry with respect to Hillman and PAC. He was really throwing 
a red herring out, and I believe it will die of its own weight. 

H. M. Jr: Is Fred Smith familiar with the background ? 

Mr. Smith: Yes. 

Mr. O'Connell: And he wrote the statement that we gave to the 
newsmen yesterday afternoon. 

H. M. Jr: What else? 

Mr. O'Connell: That is all I have. 

Mr. Gaston: I am scheduled to make a speech before the Christ 
Church Forum tomorrow night in New York. 

H. M. Jr: What is the subject ? 

Mr. Gaston: Our interest in world prosperity. It brings in Bretton 
Woods—talks about international trade after the war. Would you 
like to see it? 

H. M. Jr: Yes. 

Mr. Gaston: You don’t need to. I was planning to go up to Albany. 

H. M. Jr: To register? A , 

Mr. Gaston: In connection with the rights of citizenship the next 

ay. $ 
A H. M. Jr:Fine. I hope all of you do register. 
» tz: We want to. 
see Bell: Mr. Secretary, I forgot to mention that George 
Barnes who is a Treasury employee = some forty years, an assistant 
to the Treasurer, died last night. Will it be all right to issue a press 


statement ? 


Jr: Sure. 
en ele Shaeffer go to Chicago? 
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Mr. Smith : Yes, he isthere now. 

H. M. Jr: I am going to work alone with Barth because I can work 
that way better, and then I hope this afternoon and this evening we 
will finish. 

Mr. Smith: You don't want any reception in Chicago, do you? 

H. M. Jr: Where? 

Mr. Smith : When you get off the plane? 

H. M. Jr: No, don’t tell anybody when I am coming. I won't tell 
anybody when I am leaving. Thank you. 


(Book 772, pp. 244, 245) 
Treasury DEPARTMENT DIVISION oF Monetary RESEARCH 


Date: Sept. 19, 1944. 
To: Secretary Morgenthau. 


You may want to glance at the appended note. 
z H. D. W. 


TREASURY DEPARTMENT DIVISION OF MONETARY RESEARCH 


Date: September 18, 1944. 

To: Mr. White—For your information. 
From: Mr. Adler. 

Subject: The news from China. 


Things are beginning to move in China and the inevitable loss of 
Kweilin will accentuate the movement. The chances of the first stage, 
in which the Generalissimo will have to reshuffle his Government, being 
reached in the near future are quite bright. 

I am appending Brooks Atkinson's excellent article from today’s 
New York Times. It is so good that I suggest it be called to the 
Secretary's attention. The very fact that he could get an article 
referring to the present government as the “moribund regime” past 
the Censorship itself shows the way things are blowing. 

Also appended are articles from Friday's and Saturday's New York 
Times to bring you au courant on the present status of the negotiations 
between the KMT and CP which have not registered much progress to 
date. However, the pressure on the Generalissimo from all sides is 
so great that he will be hard put to it to avoid making some compro- 
mise. ‘The Nelson-Hurley mission will bear watching after all. 

The AP despatch from today’s Times with its frank criticism of 
Chinese military ineptitude is significant in that it is obviously “in- 


spired.” Before I left China such an article could never have gotten 
past our own military censorship. 


(Book 773, pp. 94-98) 


The following was typed from a Tra 1 i i 
z : a Transcribed disk, dictated by a 
subcommittee staff member, from the Diary page. The document was 
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a mimeographed copy of a letter from Headquarters, Army Service 
Forces, to which was attached the following memo: 

“For Dr. Harry D. White, Division of Monetary Research, Treasury 
Department. 

“T have initialed the copy as requested, I think the letter fully covers 
the situation.” 

Signed : Lucius B. Clay, Major General, General Staff Corps, Direc- 
tor of Materiel. 

At the bottom of the page is a letter to Doctor Kung over the typed 


signature of the Secretary of the Treasury. 
* 


* * * * * * 


Memo on Treasury Dept., Division of Monetary Research form, 
dated Sept. 27, 1944: to Mrs. McHugh, for the Secretary’s Informa- 
tion. “We cleared with General Clay the Secretary’s reply to a very 
similar letter from Dr. Kung.” 

(Initialed) H.D.W. 
* * * 


* oe * * 


There followed a copy of a letter dated Sept. 20, 1944, addressed to 
Dr. H. H. Kung, Minister of Finance, c/o Chinese Embassy, Wash- 
ington, D.C. 

Dear Dr. Kuna: I am in receipt of your letter of 10 September 
1944 in which you point out your desire for an early settlement of the 
problem of advances made by the Chinese Government and the Cen- 
tral Bank of China to cover general military expenses to include air 
field construction for United States armed forces in China. 

I may assure you that there has never been any doubt in the War 
Department as to the full intent of the United States Government 
to pay for the cost of the construction of the Chengtu airfields. More- 
over, the War Department joins you in your desire for an early settle- 
ment of the problem. 

However, the terms of the settlement in as far as the War Depart- 
ment is concerned must be governed by the Treasury Department 
which has the ultimate responsibility for our financial arrangements 
with other nations. I am sure that the Secretary of the Treasury 
shares our desire for an early settlement of the problem. 


Sincerely yours, 
/8/ Lucrus D. Cray, 
Major General, General Staff Corps, Director of Materiel. 


[At top of this page there is a big M in pencil which appears to be 
in the hand of Secretary Morgenthau. | 


(Book 774, pp. 13-18) 


Treasury DEPARTMENT DIVISION or MONETARY RESEARCH 


October 4, 1944. 


To: Secretary Morgenthau 
T think you will be interested in the letter from Mr. Friedman, 
dated September 22nd; and you may also want to glance at his letter 


to Mr. Adler. H. D. W. 
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Secret 


SEPTEMBER 22, 1944. 


Dear Mr. Wurre: Chungking has been a rather exciting place these 
days what with the bad military news from S.E. China, the meetings 
of the People's Political Council, the Hurley-Nelson Mission, the 
opening of a new phase in the Kuomintang-Communist discussions, 
together with increasing interest and reports on the Northwest and 
other so-called Communist areas and new censorship difficulties. 

The military news from S. E. China continues to be bad. We (the 
Americans) have already destroyed all our air-fields at Kweilin, ex- 
cept for one fighter strip which, 1 understand, has not been used for 
nearly a week. The Japanese have not yet taken Kweilin itself and 
there are some Chinese reports of Chinese resistance near the city, 
but no one here really believes Chinese reports on military develop- 
ments and the complete lack of resistance during the last few weeks 
makes it difficult to believe the current stories. Eyewitness accounts 
describe how the Chinese armies who were to defend the Chinese soil 
between Hengyang and Kweilin faded and disappeared into the 
mountains as the Japanese approached. The 14th Air Force, I’m told, 
has fallen back to Luichow, to the south of Kweilin, but the Japanese 
have been coming westward up the West River from Canton at a rapid 
rate without encountering any resistance and, if they can keep it up, 
it will be a contest between the Japanese coming from the north and 
those coming from the east as to which will have the honor of captur- 
ing Luichow. The members of the People’s Political Council strongly 
criticized the Government for this situation and were told that some- 
thing would be done. General Hurley seems to feel that the situation 
can be remedied. The well-informed civilian Chinese seem very pes- 
simistic and have written off Luichow and Nanning already, which 
would give the Japanese an overland route to Indo-China. There are 
many guesses as to Japanese intentions after this objective has been 
achieved, but no one knows. When I was in Kunming, Governor 
Lung Yung told me that he was convinced that the Japanese would 
make a drive towards Kunming from Indo-China as soon as the rain 
season ended (October) but he may have been merely putting fort 
his best argument to support his contention that the Americans should 
train and equip his troops as they were doing for the Chungking Gov- 
ernment. 

There have been further reports of Japanese counter-attacks on the 
Salween, but, perhaps the real reason for the seeming reversals in 
the last two weeks is that General Stilwell is in Chungking. Poor 
Stilwell!! Not only does he have to plan campaigns, but he also has 
to be up in the front lines to make sure that at least some of his plans 
are executed by the Chinese commanders. 

The meetings of the People’s Political Council have come to an end. 
There seems to be a general feeling that the Central Government was 
very wise to have allowed them. to let off steam, as they did. There 
were some real pointed attacks on corruption in government, the 
abuses of conscription and the maltreatment of the troops. I under- 
stand that:O. K. Yui, the Acting Minister of Finance, came through 
his siege with increased prestige and popularity, although, of course, 
it was relatively easy for him since the personal attacks were directed 
at Dr. Kung. 


1244 MORGENTHAU DIARY 


The most sensational development was the open discussion of the 
Communist-Kuomintang relations and the decision to have the 
People’s Political council send a delegation of five to Yenan to inves- 
tigate the situation. It is regarded here as quite a victory for the 
Communists since they had extended the invitation in the first place. 
Moreover, the documents covering the negotiations were presented to 
the Council and made public; this action was taken at the initiative 
of the Communists. (I am trying to get a set of the documents for 
you.) I am told that this delegation of five will be leaving in the 
very near future. If they are as impressed by Yenan as the Ameri- 
cans have been, it may well have major consequences. (I am writing 
about the American reactions to Yenan in some detail in my letter 
to Sol. 

It’s din too early to assess the effects of Nelson’s visit. I had a few 

talks with him and his assistants. The Chinese tell me that Nelson 
made a very good impression. He seemed to stick fairly close to dis- 
cussion of production and told me that he made it clear to everyone 
that he had promised Secretary Morgenthau that he would not discuss 
financial matters. He also told me that he told the Generalissimo in 
no uncertain terms that the Government’s policy of discouraging 
productive enterprises at the present time was completely wrong and 
that everything should be done to increase production. (Do you 
recall the stories Manuel Fox used to tell of his battles with the Chi- 
nese on this point?) It seems that we have made definite promises to 
the Chinese regarding increasing supplies of imported consumer 
goods including textiles. It seems that we will try to get C-46’s for 
the CNAC instead of the C-47's they now use, thereby considerably in- 
creasing the amount of cargo the Chinese fly over the hump. (A 
C-46 will carry 4 to 5 tons as compared with 2 to 3 ton capacity of 
C-47.) Moreover, we are going to try to persuade the Russians to 
allow trucks to come in via the Northwest (Sinkiang Province) and 
Nelson’s assistants, at least, seemed quite optimistic about their ability 
to get Russian approval and cooperation on this project. An amusing 
story in connection with the import of these civilian goods is told. 
When Nelson discussed with O. IX. Yui the disposal of the lend-leased 
textiles to be brought in, O. K. Yui said te wished to sell them to raise 
revenue and that they should be sold to government employees. When 
asked why government employees as against farmers or laborers, he 
replied that he could get higher prices from the civil servants! Nelson 
took the position the cloth should, instead, be sold to the farmer. Nel- 
son has publicly stated that he intends to return during the latter part 
of the year and, in private, speaks of returning within two months but 
it doesn’t seem very likely to me, at least. 

One of the real effects of Nelson’s visit has been to revive consid- 
erably the prestige of T. V. Soong. The Generalissimo appointed 
T. V. Soong to discuss matters with Nelson and to act as interpreter 
in their discussions. This, of course, has given T. V. considerable 
favorable publicity and it is reliably reported that Dr. Kung is con- 
siderably worried about this development. Nelson and his assistants 
were Very favorably impressed with T. V. They were also very 
e, bly impressed with the Generalissimo and said that he showed 
ae ae of great statesmanship and leadership, particularly in his 

a : E à 
Tilin gness to reverse himself when he was shown why he should. 
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This, of course, does not fit in with the general prevalent feeling and, 
instead, you hear stories of how he stubbornly insists on running the 
present campaign in East China from Chungking and will not give 
any general in the area even the authority necessary to coordinate the 
activities of the different branches of the Chinese armies. At the 
same time, it is interesting to note that the Communists in Yenan still 
say that their desired reorganization of the Government would keep 
the Generalissimo as the head of state and armies. It would, there- 
fore, seem that if he still has the flexibility to shift his positon dras- 
tically, he may come through. the present crisis with his personal po- 
sition intact. 

The censorship difficulties I mentioned above relate to the question 
which has just arisen regarding U.S. Army communiques (14th Air 
Force). The other day, the Chinese refused to allow the sending out 
of a U.S. Army communique dealing with the destruction of U.S. 
bases in Kweilin on the grounds that the U.S. Army (General 
Hearn) had agreed over a year ago that the Chinese could censor any 
U.S. Army communique dealing with Chinese military developments 
and vice-versa and, although this agreement had not been exercised for 
over a year, they were not acting under it! You can well imagine the 
reaction of American newspaper men here to the statement that they 
could not send to their newspapers the complete text of communiques 
issued by the U.S. Army. It still hasn't been settled. 

I am enclosing a letter for Sol. 

I do hope that everyone in the Division is in the best of spirits and 
good health. Please give my regards to Bernie, Harold and the rest. 

Sincerely yours, 
IRVING. 


P.S.—I am enclosing some currency issued in the Yenan area 
(Shansi-Kansu-Ninghsia Border Area) and some newspaper clip- 
pings giving texts of documents exchanged between Kuomintang and 
Communist negotiators referred to above. 


(Boole 774, pp. 19-26) 
TREASURY DEPARTMENT Divisiow or MoNETARY RESEARCH 


Date: October 3, 1944 
To: Mr. White 
From: Mr. Adler 

1. Friedman's letter to me containing a Catholic lieutenant's im- 
pression of the Border Area would certainly be of interest to the 
Secretary. I venture to suggest that the President might also be in- 
terested in the first-hand impressions of a typical Boston American 
descending from the air into the Communist area. 

2. In paragraph 3 of Friedman’s letter he mentions that Nelson has 
recommended a War Production Board to be set up with Tseng 
Yang-fu as chairman. Unfortunately Nelson made an error charac- 
teristic of well meaning Americans visiting China for the first time. 
Tseng talks a good line, but actually he is less efficient and “clean” 
than the Minister of Economics and the head of the arsenal who will 
be placed under him as a result of this reorganization. Tseng is a 
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member of the most reactionary group in the Kuomintang, namely 
the C.C. Group; also his engineers and representatives were pretty 
deeply involved in the graft in the construction of the Chengtu air- 
field. Thus neither from a political nor an administrative point of 
view is Nelson’s recommendation an improvement. Perhaps it would 
be worthwhile calling this to Nelson’s attention. 


Secret 
SEPTEMBER 22, 1944. 

Dear SoL: I haven't received any mail from you during the last 
ten days or so but hope to in the next few days. Things were pretty 
active here during the last few weeks but will probably slacken off 
now that the Nelson visit is ended and the People's Political Council 
meeting has come to an end. Of course, there is the still dynamic 
factor of the military reverses around Kweilin. By the time you re- 
ceive this, it should be clearer as to what Japanese intentions really 
are. Of course, the Chinese press blames us for these defeats on the 
usual grounds. 

K. P. Chen intends to leave for the States in a couple of weeks. He 
tells me that he was not on the original list of delegates, but that when 
the list was submitted to the Generalissimo, the Generalissimo added 
K. P.’s name. 

It seems that as a result of Nelson's trip, a War Production Board 
will be set up and the latest information is that Tseng Yang-fu will 
be chairman. 

The best story of the week that I heard was told by Mac Fisher and 
a young Army pilot. I saw them on Wednesday night. They had 
just returned that afternoon from Yenan—Mac having gone to discuss 
psychological warfare with them and the lieutenant having just com- 
pleted a 104-day escape from the Japanese which began when he and 
his plane were brought down by Japanese ack-ack fire while on a 
strafing mission outside Peiping. The pilot was rescued and guided 
to safety by the guerrillas who took him from one end of China to 
practically the other. Using the language of the G.I. he told about 
his experiences with supporting statements by Mac Fisher who, al- 
though using more moderate and cultured language, was no less 
enthusiastic. 1 will try to summarize what I heard, although I’m 
afraid that much of their enthusiasm and wit will be lost in doing so 
since I will be making generalizations based on many, many individual 
stories of live people who rubbed the hair on the pilot’s arm to see if it 
was real;* of his trying to gain the friendship of the ten-year-old 
daughter of a general by giving her his insignia and how they ended 
up by being fast friends and how she hugged him “like a wet rag 

thrown around your neck”; of his being asked to address town assem- 
blies; of his visiting factories and being asked for his advice on tech- 
nical matters completely out of his field of competence and gladly 
giving it; of how he was aces up by the guerrillas and the anxious 
first two days when he did not know whether they were friend or foe 
and of the chicken which they fed him, head, feet, wings and all; of 
his shy and embarrassed reluctance to answer questions which might 


vive away military secrets of those who befriended him; of the em- 


are the least hairy people in the world. One of their nicknames for for- 
Chinese aa : 


MORGENTHAU DIARY 1247 


phasis and not to be mistaken tone of his voice when he answered 
their (guerrillas and Communists) questions on what he thought of 
Earl Browder and the future of the Communists in the United 
States—how he explained to them how he used to entertain himself 
in Boston by going to Communist-addressed meetings and heckling the 
speakers, often causing the disruption of such meetings; of the scorn 
in his words, eyes and gestures when anyone present on Wednesday 
night suggested that these guerrillas were anything but patriotic 
Chinese who placed the welfare of their country above all else. I 
could go on for many a page trying to reproduce the experiences and 
reactions of this young fellow (age about 22—Catholic [attended con- 
fession first day in Chungking] —Sicilian parents). 

o Puy leave that to the journalists and try to summarize what 
te said. 

1. The Border Areas of North China have a mobile army of 450,000 
whose main job is to fight the enemy. They claim they engage % of 
the Japanese forces in China. In addition, there are “people’s militia” 
totaling 2 million odd, composed of different organizations such as 
youth organizations, women’s divisions, etc. Their chief job is nor- 
mally production but they are given military training in case the 
Japanese invade their areas. 

2. The Border Areas include 80 million people and there is no real 
difficulty in traveling from one end of North China to another. The 
Japanese control all the roads and railroads, but not the many single 
file paths. 

3. The 80 million people enjoy democratic government in the West- 
ern sense of the word. Women as well as men vote. Freedom of 
speech and press seem to exist. In the villages, the chief official is an 
elected magistrate and in only one village out of a hundred is he a 
Communist. In the Congress governing an entire area—one third of 
the delegates are Communists, but the other two-thirds are not. Thus, 
at Yenan, the Vice-Chairman of the Government is the largest land- 
owner in the area and heads a very active and vociferous landlord 
group. Last year when the Yenan Government proposed higher taxes 
on land, this large landowner objected on the grounds that taxes were 
too high and proposed, instend, that the army and civil service be 
“rationalized”, i.e. the elimination of unnecessary and overlapping 
government agencies and over-age and otherwise unsuitable people 
from the Army. His (the landlord’s) plan was discussed and ac- 
cepted by the Congress and, as a result, taxes were lowered. This 
proposal worked so well in the Yenan area that it has become the 
policy throughout North China, with similar results: better army— 
superior administration—less taxes. 

4. The armies are well fed, well disciplined, literate, and well 
trained in the use of the equipment which they have captured from 
the Japs. They specialize in close-in fighting and use of dynamite in 
form of land-mines and hand grenades. All soldiers must go to school 
and also devote part of their day to productive activity, such as spin- 
ning cotton. The cooperation between Army and people is complete 
and the fundamental cause of the success of the guerilla areas. Sol- 
diers work in the fields so that farmers can go to school while even 
petty looting is unheard of. E 


1248 MORGENTHAU DIARY 


5. Throughout the area there is sufficient food and no cases of star- 
vation seen while the children, however dirty, look healthy and none 
suffered from skin diseases and eye sores. In many areas there is a 
surplus of food and increasingly higher percentage of land can be de- 
voted to cotton growing. 30% of raw cotton needs now met by own 
production while all have plenty of clothing from cotton and wool 
cloth spun in the area. Most exchange is on a barter basis, even work 
is exchanged on this basis, e.g. a skilled workman may exchange his 
labor with an unskilled workman on a two day to one day basis. 
Wages are expressed in terms of millet which can be sold by wage- 
earner in form of physical millet or receipt for millet or he can save 
the receipt to pay his taxes; currency is also used, but relatively un- 
important. Everybody works; while practically all institutions such 
as banks spin their own cloth and manufacture their own cigarettes 
after working hours. Mules are chief source of transport and J apa- 
nese are chief source of supply for these. 

6. Japanese prisoners are sent to school; allowed to have their own 
farms and cooperatives. A Japanese prisoner has been duly elected to 
the area Congress. The punishment for escaping is to be sent to 
school for further education. 

7. All are friendly to the U.S. and repeatedly expressed gratitude 
for our aid. They didn’t ask for more aid but instead asked what 
could they do to help. They don’t want heavy equipment or planes 
because they aren’t prepared to use them. No evidence of Russian in- 
fluence or contact with Russians; use U.S. and British press releases 
and services such as U. P. and O.W.I. but not Russian service—Tass. 
Interested in purpose of Hurley-Nelson Mission and expressed hope 
that Roosevelt would win election. Convinced that they are eager for 
whole-hearted and sincere cooperation with U.S. Invite all visitors, 
including representatives from Chungking, willing to keep the Gen- 
eralissimo in present post. 

8. Did everything possible to express friendship for American flyer. 
For example, one guerrilla made twenty trips into a Japanese fort to 
buy 40 packages of cigarets for the American and apologized because 
it took him two days to do this. Another example, the guerrillas 
sent a man into Peiping to buy a Parker fountain pen for the flyer 
since he had expressed a wish to have one like those used by the guer- 
rilla Army officers. 

9. The Japanese troops in North China lack the good clothing and 
food they got in the past. Now they live in constant fear of being 
transferred to the S.W. Pacific from where, they are convinced, Jap 
soldiers never return. ; r 

10. The guerrillas have worked out a tightly knit and careful system 
of defense. On the Hopei plains, where they do not have the moun- 

tains in which to hide, they have connected all the villages with a 
system of tunnels—three between each town, with a separate entrance 
for every family. The Japanese used to pump gas into these tunnels 
when they found them, before they entered. Now the tunnels are 
onstructed as to be gas traps and suitable for ambuscades so that 
e Japanese don't dare go into the tunnels even when they find them. 
me ae I have given you enough to convey the impression which 

I a made on this pilot and Mac Fisher. I, of course, don’t 


LE a what extent it’s right or wrong, but it does fit in with what 
10) 
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other returned American soldiers are saying. The subject is rapidly 
becoming one of the two or three principal topics of conversation in 
Chungking. The actual relations between the Kuomintang and 
Somes are still strained and the problem is still far from being 
solved. 

How have you enjoyed your leave in the U.S.? There are all sorts 
of rumors about your return; some, in typical Chungking fashion, 
have you back already. At a few dinners with George Atcheson and 
the Ambassador, I have seen how some of these rumors get their 
start. Someone will ask George or the Ambassador about you and 
their prompt reply is that you are expected back in the immediate 
future to assume the post of Treasury Attache. If you have the time, 
get some stationery with your new title engraved on it; the Embassy 
here unlike in other places, does not seem too anxious to have us use 
their stationery, although it may be different when you are here as 
Attache. Also be sure to arrange to have enough U.S. currency notes 
made available to you. 

I am spending this week end with K. P. Chen. Bob Ward expects 
to leave for Tihwa very soon and I have been helping him on the finan- 
cial and banking sections of a book he has written on Japanese occu- 
pation of Hong Kong. Bill Yuni has been in India about a month 
now and it is rumored that George is going there soon for a few 
weeks. Dick Watts is here and Atkinson has gone up to Yenan. 
Everybody here constantly asks about you and ask to be remembered 
in my letters to you. 

Do you see Edna and my daughter? I appreciate your keeping in 
touch with them. Please give my best regards to my friends in the 
Division, Mrs. Scharf, Mrs. Shanahan, Mrs. Hall, Janet, Alex and 


the others. 
TRVING. 


(Book 777, pp. 158, 159) 


[Incoming telegram] 


DEPARTMENT OF STATE 
DIVISION OF COMMUNICATIONS AND RECORDS 


(Confidential —For security reasons the text of this message must 
be closely guarded.) 


FMH-680: This telegram must be paraphrased before being com- 
municated to anyone other than a Government agency. (SecreT O.) 


CHUNGKING. 
Dated September 29, 1944. 
Rec'd. 3: 07 p.m. 


SECRETARY OF STATE, 
Washington. 
1527, September 29, 4 p. m. 
For Sia of the Treasury from Fried. 
One. Central government receipts and expenditures during 1944 
now expected to total about CN dollars 130-135 billion as compared 
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with Nadlier budget estimates of about 70-75 billion and actual total 
of 60 in 1943. In January-June 1944 actual receipts 67 billion of 
which 50 billion loans and 14 billion taxes. Chief categories of 
expenditures were military (47 billion) and reconstruction (8 billion). 

Two. Reported that budget being tentatively drawn up for 1945 
totals CN dollars 130 billion. | 

Three. R. Chen of Bank of China has been made director of new 
department of international supplies under military council. Nomi- 
nally directly responsible to GMO, expects actually will report to 
Ministry of War. Given rank of Lieutenant General for purpose. 
Department will consist of six divisions: Lend Lease; Canadian mutu- 
al aid; purchases with British sterling loans; purchases in United 
States without standing credit and cash; diversion of supplies; mis- 
cellaneous. Appointment said to be requested by GMO; will continue 
work on China defense supplies. Still not clear what relation with 
Central Trust here and Universal Trading NY will be. 

Four. K. P. Chen hopes to leave early in October for trade con- 
ference. Says appointment to delegation made by GMO. 


WES 


Gauss. 


(Book 777, pp. 195-210) 


OFFICE oF THE UNDER SECRETARY, 
; September 30, 1944. 
To: Miss Chauncey 
Mr. Bell says he wants this put in the Secretary’s Chinese file. 
ew 
Secret 
War DEPARTMENT, 
HEADQUARTERS, ArMyY SERVICE Forces, 


Washington 25, D.C. 
Honorable D. W. BELL, 
The Under-Secretary of the Treasury, 
Treasury Department, Washington, D.GA 

Dear Mr. BELL: Reference to the discussions held with Dr. Kung 
at Bretton Woods regarding the settlement of obligations to the 
Chinese Government for our operations in China up to June 30, 1944, 
and to negotiations now being carried on with Dr. Kung by your 
department on the same subject, there is transmitted herewith certain 
additional information which may be of assistance to you in this 
matter. 

Under date of August 11, 1942, there was consummated an agree- 
ment between General Stilwell and the Chinese Government whereby 
- the United States agreed to pay what was termed the non-operational 
construction and maintenance costs incident to our use of airfields in 
China and the Chinese Government agreed to pay the operational 
construction costs on such fields. Copies of the letters making this 

reement are attached hereto and define in detail the items included 
poe the two general headings stated. No fundamental changes 


appear to have been made in the agreement reached at that time until 
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the beginning of the current year when the new arrangement whereby 
the Chinese advance funds for our needs as required was entered into. 

The records of the War Department indicate that expenditures by 
the United States in China for the period August 1, 1942, to January 
31, 1944, covered by the above mentioned agreement total US$146,- 
778,000 —divided, $140,578,000 for construction, supplies, etc., and 
$6,200,000 for pay of our personnel. These amounts were expended 
either in United States currency or Chinese currency purchased at the 
official rate of 20 to 1, and were in liquidation of all obligations of the 
United States up to January 31, 1944. 

Expenditures made by the Chinese on the Chengtu Airfield prior 
to March ist would have been a proper charge against their account 
under the agreement of August 1942 referred to above. However, in 
view of our agreement of January 1944 to finance the entire cost of 
the Chengtu Airfield, these expenditures prior to March 1st are prop- 
erly payable by the United States and should be included with the 
expenditures for Chengtu since March 1st in your present discussions 
with Dr. Kung. General Stilwell reports that Chinese sources claim 
they had expended on Chengtu prior to March 1st CN$860,000,000, 
but the Chinese have presented no papers to him to support such a 
figure. Chengtu expenditures since March 1st have all been included 
in funds advanced by the Chinese at our request under the existing 
agreement. General Stilwell advises the United States Engineers 
estimate that the total cost of Chengtu Airfield to June 30, 1944, as 
CN$4,464,000,000. 

It will be noted from the attached statement that the Chinese have 
advanced up to June 30th CN$13,896,000,000, which includes all funds 
expended for Chengtu to June 30, 1944. General Stilwell advises that 
while the total reported is the correct amount advanced, it includes 
taxes and other items not properly chargeable to the United States 
and that our net liability to June 30th is only CN$10,925,000,000. This 
figure does not include the item of food and lodging for our men. 
(The Chinese insist upon providing this latter item without reim- 
bursement, but it is to be expected that the amount will be included 
as a claim under reverse lend-lease.) General Stilwell’s message does 
not breakdown in amounts tRe deductions for taxes and other items 
nor does he specify the kind of taxes referred to. It is possible that 
there may be some liability on our part for some of these taxes. Gen- 
eral Stilwell is being contacted further on this matter. However, 
he does raise in a separate radio (copy herewith) the question of 
whether the United States should pay taxes included in the price of 
commodities which we purchase in China in connection with our war 
effort. 

You will recall that, in the discussions with Dr. Kung at Bretton 
Woods, an offer was made for the United States to pay $125,000,000 
to liquidate all obligations of the United States up to June 30th, except 
amounts expended for rationing and quartering of our personnel in 
China. After this offer was made, Dr. Kung raised the question of 
payment for the Chengtu Project. He was advised that that was 
included in the contemplated settlement but he could also include it 
in the reverse lend-lease and made available by China if he so desired. 
If Chengtu Project (CN$4,464,000,000) were excluded from the 
settlement and deducted from the net indebtedness of CN$10,925- 
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000,000 as reported by General Stilwell, our total indebtedness in 
Chinese dollars to be settled under the agreement would be only 
CN$6,461,000,000 for which we would pay $125,000,000. Hence, we 
feel that it should be made clear in the discussions with Dr. Kung 
that we are willing to pay $125,000,000 only because it represents a 
complete settlement including the fulfillment of our commitment with 
respect to the Chengtu Project, and that we are agreeable to the latter 
cost also being listed as reciprocal lend-lease only because of the very 
substantial excess of lend-lease values over reciprocal lend-lease values. 
This should be further emphasized if we increase the total amount to 
be paid by the United States to $150,000,000 so that the record will 
indicate clearly that the United States does not intend to pay any 
further sums for the Chengtu Project although it will give further 
consideration to the facts of settleanent whenéver lend-lease and re- 
verse lend-lease expenditures are adjusted. 

For your information there is attached a memorandum from General 
Stilwell to the Generalissimo dated January 8, 1944 in which the 
United States agrees to bear the cost of labor and material for Chengtu 
airdrome construction at a rate of exchange to be arrived at under 
negotiations now in progress. There is also inclosed a letter dated 
March ‘10, 1944 from General Stilwell to General Chang Chen in 
which it is stated that, consistent with the new policy, the United 
States will pay for all new construction required by it in China. 

There is attached hereto a memorandum of agreement which, the 
War Department is of the opinion, includes the fundamentals that 
should go into any agreement for the settlement of this account. How- 
ever, it is not intended that you are to be limited to the provisions 
of this memorandum of agreement in making your settlement with 
the Chinese Government, for, as stated in letter of the Secretary of 
War of June 28, 1944, to the Secretary of the Treasury, the authority 
to complete this settlement rests with the Treasury Department. 

There is attached hereto a copy of a radio from General Stilwell 
and the War Department’s reply thereto on the subject of taxes re- 
quired of the Army in China. In view of the fact that we are using 
currency furnished by the Chinese Government at this time to pay 
such taxes, there appears no reason for Making an issue of this matter 
in Chungking until after the present negotiations being carried on 
by you are completed. It is requested, however, that this question 
of payment of taxes by the United States Army in China be included 
in your discussions with Dr. Kung. 


Sincerely yours, 
BREHON SOMERVELL, 
Lieutenant General, Commanding. 
6 Inels. : 
1-Cy of agreement Aug. 42. - 
9-Statement of U.S. expenditures in China. 
3-Cy of suggested memorandum of agreement. 
4-Copies of radios on subject of taxes. — 
5-Cy ltr of General Stilwell to Generalissimo dtd Jan. 8, 1944. 
6-Cy ltr of General Stilwell to General Chang Chen dtd March 


10. 1944 
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Secret 
. CHUNGKING, CHINA, July 12, 1944. 


MEMORANDUM TO His ExcELLENCY, THE GENERALISSIMO 


Subject: Construction required for American Army Forces. 

1. The United States Army Forces in China will in future require 
certain construction work to augment existing facilities at various 
places. In accordance with the policy of the Commanding General, 
American Army Forces in China, Burma and India, of bearing all 
reasonable expense for the maintenance of American Combat Forces 
in China, the following principles are proposed and approval 
requested : 

a. The United States will pay the entire cost of all necessary new 
construction of living quarters, hospitals, recreational buildings, mess 
halls, and related structures, and pertinent utilities. 

b. The Government of China will pay the entire cost of construction 
to fulfill requirements of an operational nature. This class of projects 
will include clearing, grading, draining, and surfacing of airdromes 
and taxistrips, and the construction of dispersal pen shelters, ordnance 
storage, alert quarters, operations shelters, dugouts, roads, and related 
earth work, structures and utilities required at the airdromes for 
efficient air force operations. 

c. For the actual accomplishment of such construction projects as 
the Commanding General, American Army Forces in China, Burma 
and India, may request, it is recommended that Mr. Tseng Yang Fu 
be designated as the directing head with full control over an appro- 
priate agency to handle the work. 

Joseren W. STILWELL, 
Lieutenant General, U.S. Army, Commanding. 


(Copy) 


REPORT OF CONFERENCE 


Subject: Operations of American Aviation in China. 

1. Ata conference held on Jue 24th with Madame Chiang Kai-shek, 
General Stilwell, General Gruber, General Bissell, General Chow and 
Major General Huang present, the Madame announced the following 
decisions relative to each of the lettered paragraphs of attached memo- 
randum No. 24, subject as above dated June 23, 1942. 

a. Approved. 

b. Approved but timely warming must be given when units are 
moved to new Hostels. 

c. Approved. 

d. Approved. There willbe no quibble by China about credit 
against Chinese Lend-Lease. 

e. Approved. Requests for motor vehicles required, beyond those 
now in possession of AVG, should be made through General Huang. 

f. Approved. p z 

2. Copies of the basic memorandum No. 24 are furnished herewith 
or pStriputian AS follows 

copies to Madame Chiang Kai-shek, ; al 
Uno GMI How and e EE oud one copy each to pern 
tached marked for G “al Bi ing. ‘There is also a copy 
eneral Bissell. It is requested that this copy be 
48-378 O—65—vol. 2——26 
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returned to General Bissell with indication that the above represented 
the Madame's understanding of the decisions taken. 


CLAYTON BISSELL, 
Brigadier General, U.S.A., Aviation Officer. 


These wére approved by the Madame without change. 

i [s] CB. 

(Copy) 
Secret 
FOREIGN AFFAIRS BUREAU OF THE 
NATIONAL MILITARY COUNCIL, 
Chungking, August 11, 1942. 

FAB/NMC No. 92 
Lt. Gen. Josera W. STILWELL, 
CG., AAFCBI, Chungking. 

My Dear GENERAL STILWELL: In reply to your memorandum of 
July 12th to the Generalissimo submitting three proposals regarding 
“Constructions required for American Army Forces”, I am author- 
ized to make the following statements: 

1. The Chinese Government concurs with your proposal that the 
United States pay the entire cost of all necessary new construction of 
living quarters, hospitals, recreation buildings, etc, as enumerated in 
pars. a. of your memorandum under reply. 

2. My Government also concurs with your proposal that the entire 
cost of construction to fulfill requirements of an operational nature, as 
specified in para b. of your memorandum, be paid by the Government 
of China. However, as this class of projects is too numerous and in 
view of present difficulties both in finance and in supply of materials, 
it is necessary that construction of this nature should be limited to only 
such materials that can be made available in China’s war zones insofar 
as the requirements of an operational nature can adequately be met. 
Whenever additional construction in connection with air operations is 
needed, recommendation should be made by you to the Generalissimo 
for approval. After sanction is obtained, it will then be turned over to 
the Commission on Aeronautical Affairs for necessary action to be 
taken. a 

3. With regard to your recommendation c, it is the decision of my 
Government that the Commission on Aeronautical Affairs should be 
responsible for all construction projects required for air operation. 
The designating of a particular individual as the directing head with 
full control over an appropriate agency to handle the construction 
projects, as proposed, does not seem to be necessary. 

Y ours sincerely, 
SHANG CHEN, 
Director, Foreign Affairs Bureau. 


(Copy) 
HEADQUARTERS, U.S. Army Forces, CHina, BURMA, AND INDIA 
CHUNGKING, CHINA, January 8, 1944. 


#111 


MEmMORANDUM TO His EXCELLENCY, THE GENERALISSIMO 


with your desire expressed in conference 31 De- 
In Cao ras E toi General Marshall Chief ot: Staff, U.S. 
cember, 


MORGENTHAU DIARY 1255 


Army, repeating your questions reference starting construction on 
Chengtu airfields, and responsibility for payment. 

Answers from General Marshall this date are to the effect that: 

Work should be started on very long range bomber fields and pro- 
ceed as rapidly as possible, regardless of estimate that three of these 
fields may not be completed until 1 May. 

The United States will bear the cost of labor and materials for 
Chengtu airdrome construction at a rate of exchange to be arrived at 
under negotiations now in progress. 

In view of the above it is requested that such instructions be issued 
that the matter of payment shall not in any way delay construction. 

For Lieutenant General Stilwell: 

T. G. Hearn, 


Major General, G.S.C.. Chief of Staff. 
Secret 


Cnuounexine, Cunina March 10, 1944. 
General Shana CHEN, 
Director, Foreign Affairs Bureau, 
National Military Council, 
Chungking. 


Drar GENERAL Suanc: Consistent with the new policy that the 
United States will pay for all new construction required by it in 
China, there has been issued this date a directive to our several Con- 
struction agencies. Six (6) copies thereof are enclosed for your 
information. 

It will be noted that the new procedure becomes effective as of 1 
March 1944 but does not include those projects that are under contract 
and for which Chinese funds have been allotted. Please also note that 
it contemplates the distribution and expenditure of funds through 
Chinese channels, followed by reimbursement by this Headquarters. 
Of the Chinese agencies involved, the principal ones are the Ministry 
of Communications and the Commission on Aeronautical Affairs. 

Five (5) billion dollars Chinese National Currency have been made 
available by the Minister of Finance for the purposes indicated for the 
month of March, with similar amounts to become available for April 
and May. In order that the few procedure may function smoothly 
and to economize on time, this Headquarters plans to advise directly 
the Minister of Communications or the Director, Commission on Aero- 
nautical Affairs, as the case may be, of the order of priority of ap- 
proved projects, requesting that he immediately allot the necessary 
funds to accomplish the work. He, in turn, will be requested to advise 
De Headquarters of the date and amount that such allotments are 
made. 

Your cooperation in disseminating this information to the interested 
parties will be appreciated. 

For Lieutenant General Stillwell: 


T. G. Hearn, 


Major Ge l, GSC.. ; F. 
6 Enclosures—As Above. y e S.C., Chief of Staff 


Secret 


SEPTEMBER 28, 194. 


From CG US Army Forces China, Burma, and India Forward 


e chelon, Chungking, China. 
ngthy correspondence between this headquarters and Chinese 
Government during 1943 and early 1944 ta a a decision of 
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Chinese Government to exempt United States Government from pay- 
ment of taxes. The question of whether or not the United States 
Government should pay taxes including in the price of commodities 
which we purchase in China in connection with our war effort is fre- 
quently raised. Exemptions were revoked as of July 1, 1944. We 
have furnished the War Department estimates of taxes paid or esti- 
mates of our no rate currency expenditures less taxes to include June 
30, 1944. However no decision mee been reached as to what policy 
we are to pursue in this matter in the future and until now we have 
assumed that this question will be disposed of in joint departmental 
agreements reached at the conclusion of current negotiations with 
Doctor H. H. Kung on the settlement of United States financial ac- 
counts with China. Your instructions in the matter will be appreci- 
ated. Are we correct in this last assumption or is it desired that this 
Headquarters resume its correspondence directly with the Chinese 
Government in an effort to reach an agreement of this tax problem. 


Secret 
OCTOBER 4, 1944. 


Commanding General, US Army Forces, China, Burma and India, 
Forward Echelon, Chungking, China. 
To Hearn from Carter our SPFB. 

Tax situation will be included in discussions here and therefore it 
is not desired to make issue of it by you at this time. Re your CFBX 
23395 dated September 28. In order that taxes paid may be deducted 
from total indebtedness to Chinese under existing procedure whereby 
they advanced funds, a record of taxes paid OT be maintained. 


Secret 
MEMORANDUM Or AGREEMENT 


Whereas, military activities by the United States during the pres- 
ent hostilities in China have necessitated the incurring of obligations 
and the expenditure of funds by the United States for military opera- 
tions, including the construction of various air fields, roads and other 
military installations for the use of tha United States Armed Forces 
in that country, and, 

Whereas, the Commanding General of the United States Armed 
Forces in the India-China-Burma Theater has determined that such 
operations, and the incurring of obligations and the expenditure of 
funds in connection therewith, were required by reason of military 
necessity, and were required and appropriate to facilitate the prose- 
cution of the war and to accomplish the mission confided in him, and, 

Whereas, it was impracticable to liquidate many of the obligations 
incurred in connection with such operations in United States cur- 
rency, and the performance by the Chinese Government or its agents 
of certain services on behalf of the United States necessitating the 

use of Chinese currency, and "A 
Whereas, the Chinese Government in liquidation of the aforesaid 
obligations of the United States made expenditures out of its funds 
by advances to U.S. Army Finance Officers in China and by payment 
of obligations created by representatives of the Chinese Government 
at the request of the War Department and in addition to the above 
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the Chinese Government advises that it performed various services 
and obligated and expended its funds for projects entered into jointly 
by the U.S. War Department and the Chinese Government in their 
joint war effort against Japan all of which advances, obligations, 
expenditures and work ibid by the Chinese Government are 
intended and are deemed to be included within settlement, except as 
noted hereinafter for all of which sums advanced, obligated or ex- 
pended and for work performed by the Chinese Government or its 
agents for which the U.S. Government may have a legal or moral 
obligation the U.S. is desirous of making a one sum settlement, except 
as stated herein, in the amount of $125,000,000 less $25,000,000 pre- 
viously paid to the Chinese Government or credited to its account in 
March, 1944, and, 

Whereas, it is the desire of the Chinese Government that any and 
all amounts representing expenditures made by the Chinese War Area 
Service Corps for food, quarters and other similar expenses of the 
United States Army in China up to and including the 30th day of 
June, 1944, in the estimated amount of two billion Chinese National 
Dollars, be not included in this settlement, (any and all expenditures 
and advances made on account of said two specifically named excep- 
tions are reserved for consideration in the settlement of lend-lease or 
reverse lend-lease transactions which hereafter may be agreed upon) 
which, with the aforesaid exception, include all claims of the Chinese 
Government against the United States War Department for expendi- 
tures made or obligations incurred for the use or benefit of the United 
States up to and including June 30, 1944, and, 

Whereas, under date of March 3, 1944, the United States Govern- 
ment deposited in the Chase National Bank, New York, to the credit 
of the Central Bank of China, for the account of the Chinese Govern- 
ment $25,000,000, the receipt of which said amount is hereby acknow- 
ledged by the Chinese Government as part payment of the $125,000,- 
000, stated above as due the Chinese Government, 

Now, Therefore, under the authority of the First War Powers Act, 
1941 (55 Stat. 838), and Executive Order No. 9001 issued pursuant 
thereto, and under the provisions of the Contract Settlement Act of 
1944 aproved July 1, 1944, andin consideration of expenditures made 
or obligations created for and on behalf of the United States, and the 
advances hereinbefore referred to, it is agreed that the United States 
shall, as soon as practicable after the date of the signing of this instru- 
ment, pay to the Chinese Government the sum of $100,000,000, US 
dollars, in full settlement of any claims which the Chinese Government 
may have against the United States War Department on account of 
the obligations of the United States Army in China up to and includ- 
ing June 30, 1944, except the items specifically mentioned herein as 
pang excluded from Hus settlement. 

t is further agreed that, if necessary and called upon to do so b 
cited States, the Chinese Ca will FAET to Renal 
A sahne of the United States on account of military operations in 

nina during the present conflict and/or to advance its currencies to 
the United States in order that the United St its obliga- 
adore rd oras l ates may meet its obliga 

3 perations subject to an adjustment and settle- 
ae a pe end of each quarter of the year, and that as soon as prac- 
icable after said adjustment and settlement, the United States shall 
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likewise reimburse the Chinese Government in an amount as may be 
found due and mutually agreed upon on account of said additional 
expenditures and advances. 


cial OE ARAS dayao eses ett: e: 1944. 
Secret. 
STATEMENT or U.S. EXPENDITURES IN CHINA 
Chinese account against the United States—CN$ (In millions) 
Operational construc- Non-operational con- 


tional cost finance struction, including 
through Chinese agen- operations and main- 


cies. tenance finance 
through Army Fi 
Month: nance Oficera. 
VALLA A ee Note 1. Note 1. 
Eebruary a wee ee Note 1. 1, 000 
Nie he APA A? OR at ee 1, 743 1, 000 
DE] Pdo yd Yorn lt eo 0 a 2, 993 300 
MAY AMS TE TE eee 2, 380 1, 000 
TLT E TO O a 2, 020 600 
Total advanced under agreement- CN$9, 136* CN$3, 900* 
Chengtu prior to March 1___-_-... 860 
Noto o Soman oem E CN$9, 996 CN$3, 900 
RotalecolU Mar E E A ts 9, 996 
Grand gross total of debt recognized 
YAU eS ee e E = CN$13, 896 
Note 2. 


In letter to Secretary of War dated April 19, Dr. Kung claims to 
have paid out of the Treasury the following amounts in addition to 
those reported above: In answer to this General Stilwell states that all 


of these charges are properly payable by the Chinese in accordance 
with our agreement of August 11, 1942, 


AOS A A O Se ee 8 en ee cn 8. 018 
Barracks for composite wing ....-_____-_- 0. 355 
WASC for food and quarters_________-_-.--_____- 1. 483 
Transport U.S. Air Force supplies__@ ~~ -______-_______________ 0. 404 
Improvements in roads at our reguest-------------------------— 0. 615 
TN esos a A A 10. 875 
ESTIMATED EXPENDITURES FOR JULY, AUGUST, AND SEPTEMBER, 1944 

Chineso Finance 

Month: Agenoies Officers 
i ae eee ee ee a ee 445, 000, 000 1, 500, 000, 000 
LAA A e 1, 699, 500, 000 1, 500, 000, 000 
SO NG a eae 1, 162, 500, 000 1, 600, 000, 000 
hota See see eee 3, 307, 000, 000 4, 600, 000, 000 


REMARKS 


Nore 1.—The U.S. agreed to finance the Chengtu Project, as enlarged. The 
Chinese claim to have expended CN$860,000 prior to March Ist. Subsequent to 
MS FER 1st all expenses of the enlarged Chengtu Project were paid for under the 
agreement and are shown in this statement. (See radio CFBX 21031 August 11 
eS Chungking and CRA 1903, April 23). 

N 2 —The total shown is the gross amounts advanced by the Chinese since 

NORE 944 to June 30, 1944 and is not necessarily the amounts actually used for 
nad 5 fit of the U.S. Under the agreement with the Chinese they were to 

e 
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furnish reports of actual obligations incurred by their agencies against amounts 
advanced to them at our request. This they have failed to do and therefore our 
only source of information on such expenditures is from our Engineers on the 
spot. See statement of credits due the U.S. on this account. 


Nore.—As an offset against the above gross of CN$13,896,000,000 the follow- 
ing U.S. credits should be considered: 
1 


. Taxes paid prior to Mar. 1, 1944 at 20 to 1--_____________ 80, 000, 000 
2. Taxes on funds advanced through U.S. Fin. Off.---------- 663, 000, 000 
3. Taxes overhead and cost of roads ete. not chargeable to 

U.S., advanced through Chinese agencies_____________-_-- 2, 308, 000, 000 
4, Est. cost Chengtu to June 30_.-_-_______._____ 4, 464, 000, 000 
Credit for U.S. construction after war 


o Since May 1st practically all motor, alcohol and gas used 
in Chinese trucks supplying U.S. forces purchased by U.S. 
yet we pay regular rates for trans. by trucks. 

NoTE: The credits for taxes paid are estimates only. 


[Incoming Telegram] 


DEPARTMENT OF STATE DIVISION OF COMMUNICATIONS AND RECORDS 


CHUNKING Via Navy 
Dated September 30, 1944 
Ree’d 10:12 a.m. 


BAS—958. This telegram must be paraphrased before being com- 
municated to anyone other than a Government Agency. 
Restricted. 
SECRETARY OF STATE, 
Washington. 
1629, September 30, 8 a.m. 


For Secretary of the Treasury from Friedman. 

(1) On September 21, 1944, army here issued following regula- 
tions: “The practice of sale and/or purchase of Chinese clearing board 
as well as Chinese saving certificates university and other privately 
owned Chinese agency drafts by United States Army personnel is 
prohibited effective this date”. ; 

(2) Army indicated desire similar regulations be issued for United 
States civilian governmental personnel] here. Ambassador and chief 
representatives of civilian agencies here consulted and agree on desir- 
ability of such regulations being issued in Washington. At present 
only Embassy has prohibited its personnel from engaging in such 
transactions; other agencies operating on voluntary individual basis. 

(3) There is problem of governmental personnel leaving China par- 
ticularly those who have been here since 1942 as central bank will not 
Brotide any exchange except in special cases decided on individual 

asis. 

(4) Suggest discussing (?) with Navy in Washington their follow- 
ing similar policy. 


WSB Gauss. 


(Book 778, pp. 206-208) 


October 6, 1944—Gave this information t 
a o the Secretary orally and 
the Secretary agreed to recommendation that we send $90 aaa of 


gold to China. (The Secretary inf i a 
when he had dinner with A a on 
H. D. W. 
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TREASURY DEPARTMENT ÍNTER-OFrICE COMMUNICATION 


Date: October 3, 1944 
To: Secretary Morgenthau 
From: Mr. White y” 
Subject: China’s dollar balances and dollar position. 
1. China's gold and official dollar balances total approximately 
$553 million. 


(aj) Goldl em Capra ro ee stos eee $10, 690, 000 
(b) Official dollar balances: 

Federal Reserve Bank of New York-—-------------- 368, 336, 000 

@then Danks 2a esna e a 2 174, 156, 000 

IRO LO a E a E NA ES A 553, 182, 000 


In addition Chinese private short-term dollar balances amount to 
$76,458,000 and Chinese private holdings of long-term assets $99 
million, making a grand total of Chinese dollar assets in the U. S. of 
almost $730 million. 

2. $240 million of the $0.5 billion dollar loan has already been trans- 
ferred to China as follows: l 

(i) $200 million on April 15, 1942, of which $100 million was for 
the Chinese US$-backed certificates and $100 million for Chinese 
US$-backed bonds. 

(11) $20 million on January 14, 1943, for purchase of gold on ear- 
mark. All this gold has now been shipped to China, 

(111) $20 million on February 19, 1943, for purchase of banknotes, 
paper, ink, etc. 

3. So far, the Bank of China, New York, has paid out $18 million 
for the redemption of US$-backed savings certificates presented on 
maturity, so that most of the $200 million transferred to the Chinese 
Government account in 1942 has remained intact. 

4. We shall probably have to pay China $100-$125 million for pay- 
ment of our outstanding yuan obligations incurred on account of 
U. S. Army expenditures in China up to June 30, 1944. In addition, 
at Bretton Woods we offered to pay them $20 million a month for the 
three months July to September and may have to pay them say from 
$10-20 million monthly for U. S. Army expenditures in China from 
now till the end of the war in the Far East. In that contingency, our 
net further payments to the Chinese for U. S. Army activities in 
China may easily amount to $250-300 million. It should be noted 
that we have already paid the Chinese $160 million for our Army 
expenditures in China. 

5. Therefore, China's total U. S. dollar assets may well amount to 
about $1.25 million before China’s isolation is broken, unless the Chi- 
nese dissipate all the $200 million of gold we have promised to sell 
them. This estimate is made up as follows: 


(a) Official: $ million 
(i) Current dollar balances_-_____-_---___-_---__------- 1540 

(ii) Current gold on Gi a SE a e a 10 

(iii) Sum to be received for U.S. Army expenditures in China. 250-300 
(iv) Unused portion of the $% billion loan________________ 200-250 


1, 000-1, 100 
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(b) Private: 


(i) Current dollar balances_______________________________ 75 
(11) Current long-term assets_._.._._-__.-_-______________ 100 
175 

(C)RGrand@itotal! == E A e a A 1, 175-1, 275 


1 Even if all of the $80 million or so for unredeemed US$-backed savings certificates is 

AEA ee OS te ne Pe will ie that mar of it will go into Chinese 
o Ww DCTreas 3 

(a) (1) diminishes and the grand total will not be affected. 7 RA Bee 


(Book 779, pp. 274-282) 
OCTOBER 5, 1944, 
3:10 p.m. 


Foreign FINANCIAL NEGOTIATIONS—GERMAN Armistice TERMS 


Present: 
Mr. Gaston 
Mr. White 
Mr. Pehle 
Mr. Luxford 
Mr. DuBois 
Mrs. Klotz 


H. M. Jr: Here is Crowley asking for October 2 for this meeting, 
and it just happened to be on my mind that it was referred to you; I 
didn’t want to leave it kicking around. 

Mr. White: We were just drafting an answer to his letter. 

H. M. Jr: This asks for a chance to sit down, “I should hke to 
suggest that in order to expedite the working out of an appropriate 
Lend-Lease policy for Great Britain during phase two, it would be 
helpful for representatives of our agencies to meet together with the 
representatives of the State Department,” and so forth, and so on. 

Mr. White: I am suggesting that we agree with him, “We believe 
we could make more rapid progress if we had before us the details and 
specific estimates of the British requirements.” 

H. M. Jr: Well, he has something specific in his mind, and 1 didn't 
want to shove him off. 

Who is your second man on Lend-Lease? 

Mr. White: Casaday. 

H. M. Jr: He is not so hot, is he? 

Mr. White: He is getting on top of it. 

H. M. Jr: What is your first appointment in New York? 

Mr. White: What I can do very easily is, I can leave tomorrow 
afternoon. 

H. M. Jr: My appointment is at nine o’clock i ing. 

Mr. White: I was going to leave tonight. Lenore 
_ HH. M. Jr: Go ahead, that is all right. 
Monday. You couldn't sort of shove it over? 


Mr. White: I also have a National 
Will you be here Tuesday ? al Trade Conference on Monday. 


H. M. Jr: No. 


You see, I won't be here 
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Mr. White: If I could stay Monday and Tuesday in New York, I 
don’t have to be there Friday. I had an appointment with the Her- 
ald Tribune, and I was going to see the New York Times and one 
other person on Friday. I can shift that to Monday or Tuesday. 

H. M. Jr: Can you do that? 

Mr. White: Yes. 

H. M. Jr: Sold! ‘ e 

Then the other thing 1 have is this answer which has been kicking 
around here to Stimson. Do you want to refresh your memory! 
(Hands letter to Mr. White.) 

Mr. White: I see. I remember now. You feel you want to answer 
that? 

H. M. Jr: I don’t know. Iam asking for advice. 

Mr. White: I think a better job than this might be done if it is to 
go to the President from this point of view: What would you think 
of taking all the criticisms and saying, “These are various points of 
criticism on the plan which might seem tg a person who reads it 
quickly to have some merit”? Then give answers to all the criticisms, 
including Stimson’s, the question of the economic base. 

H. M. Jr: And you might also give a summary of the unfavorable 
mail. Would you give a summary of the favorable and unfavorable ? 

Mr. White: I certainly would have some kind of a digest of that 
kind of material that comes in your weekly paper, put it in a page, 

how many letters, and what the proportions are, and some comments. 

H. M. Jr: Why don’t you put one of the boys to work on this 
thing? 

Mr. White: Which brings me to this, then: 

H. M. Jr: Do you want anybody in here? 

Mr. White: If you are going to discuss this, I think: there are 
several boys—— 

H. M. Jr: Let's let that go until last, then. 

On the German thing, we will get in'Pehle, Luxford, and DuBois 
at the end. 

Mr. White: .Here is something you might read. It is an indication 
of the shift of bankers toward Bretton Woods. 

H. M. Jr: Isthat the New York Trfoune? 

Mr. White: It isthe Herald Tribune. (October 1 issue) 

H. M. Jr: I wrote the reporter a letter, and I drew your attention 
to it. 

Mr. White: Isee. Well, I was supposed to go up and see the editor 
of the Herald Tribune next week. 

Now, this stabilization agreement to be signed by the Ambassador 
and yourself—when I first presented this you were in and out, and I 
didn’t want to trouble you; but if you are going to be in, it would 
be very nice to have the Ambassador come down and sign it in your 
presence, the Ambassador of Ecuador. 

H. M. Jr: Oh, I don’t want to do that. 

Mr. White: Should Bell take care of it then? 

H. M. Jr: Yes. op 

Mr. White: At Kung’s they have asked for twenty million dollars 
in gold. They want to sell. I have stalled them and raised the ques- 
tion of having them explain why there should be a discrepancy in the 


price at which the bank sells and the official price. As I said, it looks 
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very much as though somebody is making a profit, and it doesn’t look 
to us as though the Government is making it, because T. L. Soong 
was there, and his is one of the banks that gets the gold and sells it. 
They went into very great detail. 

H. M. J: Where was this? 

Mr. White: In my office. 

H. M. Jr: Kung, too? 

Mr. White: No, T. L, and Chi, and Koo. In any case, I said I would 
talk to you about it. They want twenty million dollars more of the 
sold: I think if you want to glance at the summary of the situa- 

ion 

H. M. Jr: No, tell it to me, Harry. 

Mr. White: Halfa billion dollars’ worth of dollars 

H. M. Jr: Now, mind you, I have the rest of the afternoon for you, 
so you have all the time in the world. 

Mr. White: Well, on this half billion of financial aid there is two 
hundred million dollars set aside to pay for U.S. dollar bonds which 
they sold. They sold a hundred million certificates and a hundred 
million bonds. You remember about a year ago they were going to 
be redeemed in dollars, beginning now and running on for several 
years. So two hundred million has been set aside. They have only 
used seventeen million of that. We gave them twenty million dollars 
in gold; we cut down their requests on the basis that there wasn’t 
shipping facilities, and so we stretched out over a year what they 
wanted in a month. 

We also gave them twenty million dollars to meet expenses for 
buying notes and printers ink, and a lot of other incidentals. 

H. M. Jr: For printers ink? 

Mr. White: And currency; it was chiefly currency. We told them 
it was an awful lot. I don’t know whether they have spent it all; they 
have left two hundred and sixty million dollars, which is untouched, 
and they are asking for twenty million dollars of gold. They want 
more; they would like fifty million, but they asked for twenty. I 
have stalled them. I thought that you would give it to them, but 1 
thought it would be a nicer thing to give it to Kung than have me 
tell these fellows. So you cod tell them you have agreed to give 
him the twenty million dollars. 

H. M. Jr: Is that what I am going to pay for my dinner tonight? 

Mr. White: He hasn’t sent a man to see me about the negotiations, 
in answer to your letter. 

H. M. Jr: Look, old man, unless he starts the business, I am not 
going to talk business. You ask me tomorrow. He will bring up a 
whole flock of things, and I am not in a very good humor. 

Mr. White: All right. He told this man to pass on to you that he 
has seen the President, and he has not mentioned financial matters 
to the President. Sol am passing it on to you. 

H. M. Jr: He has not? 

Mr. White: He has not. He will discuss their financial matters 
with you, and he will not go over your head is the implication. 
oe pe on Ed stufi—b y the way, that letter he 

J ay, ell, here is Kung's statement on the 
one, and here is the answer on the other” ? We didn’t er his 
various references to different cables and letters Ye od said 
this, and this person said that. You never did that. 
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Mr. White: We answered his letter. a 

H. M. Jr: But it was just a half page in which we said no. But 
in this letter he makes reference to the Ambassador—he said this, and 
the President said that. 

Mr. White: Yes, we are trying to get the cables he referred to from 
them. We never discussed those cables in detail with him in that 

etter. 

H. M. Jr: Well, in case he brings it up again : a... 

Mr. White: I don’t think he will bring it up again. This is what 
he is after, because his man has made it kind of clear to me—he feels 
he cannot go back unless he has a rate, that the Generalissimo doesn’t 
know amounts and he isn’t interested in amounts. They said they 
tried to get sixty, and the Generalissimo said no, you must get forty. 
They know they can’t get forty or sixty, and the rate that you offered 
him, and the amount, after you calculate it out, is a hundred to one. 

And he feels he can’t go back with that. He is willing to go to any 
length and make any kind of maneuvering so he will be able to go 
back to the Generalissimo and say, “Well, we worked it down to 
eighty.” 

What that means in actual amounts, he doesn’t much know or care, 
but that is the only thing that is bothering him. You offered to give 
him a hundred million dollars, plus 

H. M. Jr: One hundred and twenty-five ? 

Mr. White: One hundred, and twenty five per month, plus—— 

H. M. Jr: We paid them, and then the argument was whether it 
started in February or March. Well, whatever the figure was—— 

Mr. White: And if he mentions it, it will be with an attempt to try 
to get you on the rate. But he may not mention it, in which case you 
can let it go. 

All right, then, we won’t go into that. 

H. M. Jr: If I say, “Look, old man, here is twenty million dollars 
for supper,” then he is going to go in and tackle me on the hundred 
million dollars. 

Mr. White: No, if he mentions it—— 

H. M. Jr: What does he want that for again? 

Mr. White: They want to sell the gold. They have many good 
reasons. 

H. M. Jr: All right, if he asks me, I will say yes. But I am not 
going to bring it up. 

Mr, White: If he brings it up, any business, you can settle the 
business by saying, “We will settle one thing at a time.” Then he can 
come up to see you on the other. He is hanging around only for that. 

H. M. Jr: I thought the hanging around was Dumbarton Oaks. 

Mr. White: Well, Gromyko wanted to find out about the German 
peace plans. a 

H. M. Jr: What did you tell him. 

Mr. White: I told him what the issues were. 

H. M. Jr: Many many vodkas? 
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Mr. White: Just one. He tried to push more on me, but I thought 
I had better just take one. > 5 


He has been away for two and a half months. Did you know that? 
I didn't. He said he wants to see you. 

I said, “You haven't been around for a long time.” 

He said, “I have just returned. I have been in Moscow for two and 
a half months.” Sohe will probably want to see you. 

H. M. Jr: What did you tell him about the German stuff? 

Mr. White: I told him what the main issues were. I gave him the 
usual line about the major issues. I said one thing we are all curious 
about is, where do you stand ? 

H. M. Jr: Did you tell him PM—— 

Mr. White: No, I asked him to read the article in the Post. I know 
he reads PM, though he didn't mention it. He said he would get it. 

H. M. Jr: You asked him where he stood ? 

Mr. White: I said, “Where does Russia stand 2” 

He said, “I don’t know ; they don’t tell me.” 

I auld “What do you think? You know more about Russia than 
we do. 

He said, “I don’t know anything official, but I would think that they 
stand very close or closer to what is spoken of as ‘The Morgenthau 
Blin 

H. M. Jr: That is interesting. 

Mr. White: He said they want reparations, but reparations all at 
once, machinery—that sounds all right to him. 

H. M. Jr: You talked fairly freely with him? _ , 

Mr. White: No, only on the issues, not on the details. He said he 
was going to see you. I said that the matter itself had much of its 
origin in your trip abroad, and then he asked this pointed question : 
“Are the reports of what the plan is approximately correct?” 

I said, “There is considerable distortion.” 

He said, “Yes, but are they roughly close?” 

T said, “They are close, pretty close.” Then I went on to what the 
issues were between a strong and weak Germany, and I asked him 
that question. 1 also asked him how Lend-Lease was going. 

He said, “Fairly satisfactory; it is like pulling teeth to get what we 
need,” but up to July they did all right, and since then they are 
having a little more trouble. q r 

That was the sum total of the discussion. He asked about Nelson 
and tried to find out why Nelson resigned. 

H. M. Jr: What did you tell him? Three years to find out a 
schliemiehl. ; 

Mr. White: I thought that Nelson’s resignation was probably —— 

H. M. Jr: You get three years in Washington to find out whether 
or not you are a schliemiehl. 

Mr. White: And if you are, you get promoted ! 

(The Secretary held a telephone conversation with Dean Acheson, 
as follows:) 

_ [The conversation was regarded as not pertinent to this study and 
is not printed. ] 
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Book 780, pp. 51, 52) 
( AS Ocroner 6, 1944. 
10:49 a.m. 

HMJr: Hello. 

Operator: General Somervell. 

HMJr: Hello. 

General Somervell: Yes, sir. 

HMJr: I hope you didn’t have indigestion. 

S: (Laughs) No, sir. 

HMJr: Well, neither did I. Look, General, I just arranged for 
Dr. Kung to come over at 11:30. 

S: Oh—oh. 

HMJr: Well, I realize it would be difficult but on second thought, 
as long as he's going to confine himself to the question of rates, I think 
it might be just as well not to have you here so that if necessary I can 
say, “Well, I’ve got to consult the Army.” You see. 

S: All right, sir. 

HMJr: And then if we don’t get anywhere I can always say, 
“Well, Pll have to take it up with the Army.” 

S: All right, sir. We'll be ready any time after lunch. 

we a Well, you see I—we have Cabinet. That's my trouble. 

: Sir? 

HMJr: I’m supposed to go to Cabinet. 

S: Oh, yes, of course. 

HMJr: And—but I don’t think we're going to get anywhere this 
morning because I’m not going to give in. 

S: I see. 

HMJr: And—at least that’s the way I feel now anyway. 

S: All right, sir. 

HMJr: I may have to but right now I don’t want to. 

S: All right. 

HMJr: But PU—ID1l have White keep you or Clay informed. 

S: All right, sir. Fine. 

HMJr: Thank you. 

S: We'll be ready any time after lunch. 

HMJr: I thank you. e 

S: All right, sir. 


(Book 780, pp. 53-57 
OCTOBER 6, 1944. 
11:25 a.m. 
Re Loan TO CHINA 
Present: 
Dr. White 
Mr. Adler 


Dr. White: The Army has given me information that substantiates 
the whole business. 

H. M. Jr: Whom were you talking to? 

Dr. White: Colonel Foster, who is in charge of the accounting. 
Adler has been after him to get the revised figures of the bill. He has 
been calling them up every day; they have been promising them, and 
I just called them up to make sure. They finally have them in rough 
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totals and the figure which they say—this is the airfields. That is the 
figure you use. They say that includes about three billion dollars of 
Chinese taxes which they haven’t the slightest intention of paying. 

(Dr. White hands Secretary attached statement of Chinese 
expenditures. ) 

Secondly, they said that that figure of twelve point three, which they 
are reducing to a little below ten, because it was thirteen minus some- 
thing, also includes this four point four. That is something new. 
We don’t think they can be right, but we have to iron that out first. 

In any case, if we don’t think it includes these Chengtu airfields, 
which were the fields which they had built and turned over and the 
Army says they won’t pay for them—they were built before we ever 
got there—if you still keep to the same offer which you made, which 
was a hundred million dollars in settlement of this item one, because 
item two they were going to give in Lend Lease in Reverse, although 
we offered to pay for it. But they insist. If you stick to your hun- 
dred million, which is in addition to twenty-five million, which would 
mean 125 million in payment for that figure at the rate of a hundred 
to one; if, instead of twelve point three, it is something like ten or 
nine, the rate would be closer to the seventy-five or eighty. 

So the first thing before any discussion takes place, we have to 
settle these. 

H. M. Jr: Who is a good person to start this discussion ? 

Dr. White: Ill tell them we have some more recent figures from 
the Army which we need to clear up with the Chinese and them, 
because without it you are in no position to know what the discussion 
is; because if you want to stick to your figure then he has what he 
wants and he can run home. 

H. M. Jr: I don’t understand why, if they give us less it reduces 
the rate. 

Dr. White: Because we are giving them the same money for less 
yuan. So we are giving them a much more favorable rate if you want 
to stick to your offer, and I think that is probably the way to approach 
it. But before you know how much more favorable rates you are 
giving, we have to know the net sum, and that is something I think 
you don’t need to get into butewe have to iron out with the Chinese 
and the Army as to what the yuan bill is before you determine how 
much you want to give them for it. 

H. M. Jr: So it can’t be settled—he can go up to New York and 
have his operation. 

Dr. White: Not unless he wants to spend the day at it and go over 
to the Army and iron it out. But from the way he talked over the 
phone, he has to go back to China, don’t you think? 

Mr. Adler: Kung? 

Dr. White: No, Foster. 

Mr. Adler: I think Foster’s picture is not very satisfactory. 

Dr. White: That is an understatement! 

Mr. Adler: The picture he has is not very satisfactory. 

H. M. Jr: You mean he can't hold up? 

Mr. Adler: He is not very clear as to its content. 

H.M. Jr: Why did you suddenly just find this out 2 

Dr. White: When did they first let you know the revised figure? 

Mr. Adler: 1 called Foster around last Friday or Saturday, and he 
said they had had some news by radio from Chungking, and he 
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promised to let me have it as soon as possible. He said, “If you want 
it right away, that means my working on Sunday.” I said I wanted 
it as soon as possible. Then I kept on phoning him during the week. 
Wednesday he told me he would let me have it yesterday, and it still 
hasn’t come through. d 

Dr. White: That figure of four, four billion is being included in 
the twelve. It is something wholly new in our discussions which have 
pean going on for months. And the Army has done a terrible job on 
this. 

H. M. Jr: Just make a note of this, Adler. I told Somervell we'd 
let him or Clay know the result of this morning’s conference. White 
or you should let Somervell's office know. 

Dr. White: The impression they gave me was quite the opposite, 
that the figure of twelve billion was much less and it really was 
eighteen billion. How you can make differences on estimates of that 
magnitude is an absurd performance. 

Mr. Adler: I think one thing is that the Chinese have advanced 
money and not always told our Army about it through their Engineer- 
ing Commission. That is a possibility. The way the money has been 
disposed of has not always been too satisfactory. 

. M. Jr: Well, we had better get something in writing from the 
Army. After all, I dont know what four billion yuan amounts to 
in dollars, but it sounds like a lot of money. 

Dr. White: We have these figures in writing from them. When 
they raised this question of the four billion for the airfields which 
were ready and had been built before the United States Army came, 
the Army, of course, insisted they were not going to pay. Adler 
mentions that Kung did not press the point at all. 

H. M. Jr: Adler, was anybody there from White’s shop besides 
you in those talks? 

Mr. Adler: I was there. 

H. M. Jr: I couldn't remember. You seem like two people! 

Dr. White: You may not know it, but they are going to write a 
book for you on this German thing. It is Dubois’ brainstorm. He 
first convinced Lux, then they convinced me that the only way to meet 
this issue is to write a short book, presenting the plan and the defense 
and answering the critics. Then after we get through at that level, 

rou will turn it over to somebody who can put it in a form which will 
be popular and issue it either right when the defeat is assured, or what- 
ever time will be most propitious. 

H. M. Jr: You amuse me, because this has been my trouble all 
week—I have had to do the fourteen billion dollar financing and every- 
thing. All through this thing it is the only thing I have been think- 
ing about—this German thing. 

Dr. White: I am sorry you didn’t listen last night. Lux and Du- 
bois did. They thought it was splendid. 

Mrs. Klotz: I wouldn’t have listened had you not told me about it. 

H. M. Jr: Do you suppose the Chinese know this thing we are going 
to tell them, or not? J 

Dr. White: I gathered from Chi, the fellow who came to see me, he 

thought it was much more money. | 

Mr. Adler: They have the impression 1t is much more. 
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Dr. White: He will be happy if it is less. He doesn’t care what 
the amount is. 

H. M. Jr: Can you indicate to them that if it is less the rate would 
be seventy-five? 

Dr. White: If the rate is more 

H. M. Jr: But that this would drop it to seventy-five ? 

Dr. White: Yes, that would make them very happy. He doesn't 
care how much money he gets. He claims that the Generalissimo only 
understands one thing, what is the rate. 


(Book 780, pp. 59-80) 


OCTOBER 6, 1944. 
12:00 m. 
CHINESE Loan NEGOTIATIONS 
Present: 
Mr. White 
Mr. Adler 
Dr. Kung 


Mr. Soong 

Mr. Hsi Te-mou 
Dr. Chi 

Mr. Koo 


H. M. Jr: Doctor Kung, since talking to you last night through 
Mr. White and Mr. Adler, we have been in touch with the Army, and 
only this morning we have some new information which we have 
never had before. I would like either Mr. White or Mr. Adler to 
give it to you. E 

Mr. White: They told it to me over the phone, so I will indicate 
what it was. The Accounting Department has received some further 
reports from the Army forces in China, and they inform us that the 
figures which had been submitted tentatively of the expenditures to 
the end of June include some items which should not have been in- 
cluded, and there are some errors in other items, so you have a very 
substantial change in the amgunt of yuan which was supposed to 
have been expended. 

We asked them to send us over some details in writing, but they 
just got this information. It would change these figures, that have 
been the basis of discussion greatly. 

Dr. Kung: More or less? 

Mr. White: They included some items which should not have been 
included so that it would be substantially less. 

Dr. Kung: That is funny, that you have an Accounting Depart- 
ment that should make mistakes like that. 

Mr. White: I don’t know whether we made them or the Chinese 
authorities made them. I can’t tell without seeing the report. 

Dr. Kung: Your Accounting Department doesn't take our figures. 
Our figures do not agree with your figures. Therefore, that is why 1 
told the Secretary just against a lump that is very unsatisfactory, be- 
cause I was afraid something like that would happen. 

Now, from the beginning it was a question of rate. Our official 
rate was one to twenty, and because of the increase in price of the 
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American dollar, we are not able to buy as much. Therefore, you 
have either to increase your appropriation, or you have to get more 
Chinese currency for your currency. That was the reason you asked 
us to change the rate, because according to your represenlative there, 
you are spending too much money in China, according to that state- 
ment, yet you were only spending twenty-five million dollars a month 
for the American war effort in China. 

After the President signified the proposition, the Generalissimo 
laid before him that the American Government was to pay everything 
in China. Now, of course, that is clear. But the question is, what 
was the rate. General Somervell and General Clay were there a year 
ago November or December. At that time the black market rate was 
one to eighty. Since they came to China it leaked out that the Amer- 
ican Government was asking for a higher rate than the speculators, 
and the general public got hold of the idea. They know that the 
Chinese Government always yields to the wishes of the American 
Government. And then they saw that Chinese currency was depre- 
ciating. They saw that they could make use of that information, so 
they got hold of American dollars and bought and bought, thinking 
it would be a hundred or two hundred. That started the confusion 
of the black market. 

Then your men came. They said, “Well, the blackmarket is so 
much, and, therefore, you shall give us at least as much.” At that time 
I think the market wanted one to eighty. That was before this 
confusion. 

After negotiations in which the Governments were concerned, the 
Chinese Government decided at the time to grant one to one. Your 
missionaries—you have philanthropic workers in China—that money 
you spend in China isan American contribution. 

Now, because of the high cost of living, they could not support their 
work. and they came to me, and I talked with my Government. 
Finally the Government prepared to make a contribution of twenty 
dollars, that is, each American dollar sent to China for such work— 
they would get twenty dollars for each American dollar. The Chinese 
Government will give those organizations another twenty dollars. 

Well, at that time the Chinese contributed money back to China; 
they were only getting one to twenty dollars. And we said that be- 
cause this was a common war and we were to make a contribution, 
we made a proposal that we would give fifty percent as a subsidy for 
the American expenses. That was presented in a document to Gauss 
when he called with George Atcheson and, I think, Mr. Adler also was 
present. That was the document Mr. Adler brought up to the Secre- 
tary when we had the conference at Bretton Woods, saying that the 
American Government didn’t accept the thirty dollars, that is, the 
twenty dollar official rate and plus ten dollars. f 

Now. from the telegram that Marshall sent to Stilwell, which was 
presented to their Government, Marshall said the American Govern- 
ment would pay for what was spent in China, that is, what the Amer- 
ican Government spent in China, but the question was the rate. Now, 
this is really the crucial point, whether you say it is a lump sum, 
whether you say a certain amount of American dollars against present 
Chinese dollars—eventually you have to base it on something. And 
Sr his juncture that I have taken a very heavy responsi- 
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bility from March 1 on. The American Government would look 
after itself, pay its expenses; the Chinese Government was not to pay 
anything. Therefore, the Chinese Government Treasury cannot draw 
money off for that purpose. We have at least two organizations to 
check over the means of finance. Asa means of finance, I cannot sign 
a paper, or a pay order other than the budget, and even if it is the 
budget, it must be countersigned. If that is not done, the admin- 
istrative order for payment is not honored by the Treasury; and if I 
violate that law, I am liable to be in prison for fifty years. 

Well, I want to have the American Government do what I came 
here for, so 1 make notes, an advancement on the Central Bank, and 
I ordered the Central Bank to advance money to the American Mili- 
tary Commission. Now, you see out of these two conferences, one with 
the Government Treasurer, and one with the bank-—now, you just 
brought up—you say the amount was wrong because now you find 
there was something mistaken. Well, anyway, if that amount is 
wrong, if you are going to try to settle a lump against a lump, then 
that is another matter. That is not very scientific. 

So the best way would be for you to say how much you want us 
to subsidize. You are spending money in China. You have to set 
American dollars against Chinese currency. At the present rate it 
is one to twenty. We not only buy at that rate, we sell at that rate, 
and there are reasons. I received a letter from Secretary Morgenthau 
on September 20 and I wrote him an answer on the 22nd. four long 
pages. I thought maybe to send the letter to him would just give 
him a headache, so I just saved it until I saw him. If you want that 
information, I will send a copy later to you for your file. 

But now the question finally comes down to the final analysis, the 
rate. We cannot change the rate, and you say our rate is too low. 
All right, now how much do you want us to subsidize? At the pres- 
ent time we are giving one to one for the philanthropic cause, and 
other causes, and we offer you thirty; but you say you will not accept 
it. Now, is forty acceptable? Is fifty acceptable? If I should say 
sixty, that means you only pay one-third, and we pay two-thirds. 
At the time when Clay and Somervell were there, they wanted eighty. 
At that rate you would pay ene-fourth, and we pay three-fourths. 
That would be something! 

You have given Lend-Lease; and you want to have reversal Lend- 
Lease. Then we can make a contribution. I think it would be easy 
for the Secretary, for the Senate, the President, and the public to 
know that China has done its share. I think without going into all 
the details, the point is, how much you are willing to pay and how 
much you want us to pay. Then after we fix that, you can ask your 
Army to find out how much the American Army did borrow from 
the bank or from the Treasury. Then we will settle the account 
accordingly. i 

Also, you say this war may take a little longer time and you will 
e wanting money in China, sometimes maybe more, sometimes maybe 

ess, 

Mr. White: Could I comment? 

H. M. Jr: I wish you would, yes. 

. Mr. White: Mr. Minister, much of what you say, of course, we are 
In agreement with, but in an attempt to make what is a reasonable 
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settlement of the past expenditures, which was the basis for discussion 
at Bretton Woods, one of the essential factors in the discussions when 
the Secretary said he would pay one hundred million—you knew what 
that hundred million was. That was money that you would get. That 
was one side of the understanding. There was no question about that. 
There was no question as to the fact. Now the question is, what was 
that hundred million dollars being given in payment of? The bill 
that was submitted was—the item on airfields and roads was twelve 
billion point three yuan. 

Dr. Kung: Twelve point one. 

Mr. White: Now, the question is, the discussions were based on that 
figure. We assumed that that figure was the one that your Govern- 
ment submitted. We now have information that that figure included 
two very large items, one of taxes to the Government which amounted 
to several billion yuan. 

r. Kung: Taxes to the Government! How do you mean? 

Mr. White: That the Chinese Government paid taxes and then 
charged us with it. 

Dr. Kung: The Government paid taxes to the Government ? 

Mr. White: That is what they tell us. 

Dr. Kung: You are a Treasury man; you cannot believe that. 

Mr. White: Mr. Minister, let me say why I think the conversation 
couldn’t go on fruitfully until we both are clear as to the facts. The 
second item which apparently those twelve billion dollars included— 
we are informed; we have no other information than that; we were 
just informed today; it may be right or wrong, but we have no way 
of knowing this morning; we have asked at once for the report—was 
that it included the four billion point four million yuan for the 
Chengtu Airfields which were built. 

Mr. Adler: No, other airfields. 

Mr. White: Other airfields which were ready at the time the Ameri- 
can Army came in, which had been built in the past. 

Now, we assumed from your figures which you submitted to us, and 
which we had, that that four billion was outside of the twelve. They 
now tell us it is inside. So there are two figures, one about three 
billion; the other about four billion. That is seven billion yuan which 
they say the twelve billion figure includes. 

Now, clearly, Mr. Minister, before any kind of a reasonable answer 
can be given to your very excellent presentation, the Secretary has to 
know whether that figure is twelve billion or six. 

Dr. Kung: I have four men here who represent the industry and 
also the Central Bank. I did not bother with the figures myself. 

Mr. White: Neither did the Secretary bother with the details. 

H. M. Jr: I have to rely on the Army. The Treasury has no ac- 
countants in China. i 

Dr. Kung: That is the very reason they just say a lump. 

Mr. White: That is all right if there is a difference of a couple of 
hundred million yuan or even a little more. But when there is a 
difference of six billion ! 

Dr. Kung: Yes, I wouldnt doubt Mr. Morgenthau, because he 

sajd twelve billion when Clay was there. If the accounting is 
TE White: You say a hundred plus the twenty-five? 
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Dr. Kung: Yes. 

H. M. Jr: It was one hundred and twenty-five million, of which we 
have already paid twenty-five. 

Mr. White: I see. 

H. M. Jr: Twenty-five million is still a little money. 

Dr. Kung: Oh, yes! Well, all right, now let us just come to an 
agreement on how much you are willing to pay and how much you 
want us to pay. Now, they say from the very beginning you are 
talking about a cash rate, an exchange rate. My Government wasn’t - 
willing to admit the rate, but now you order a settlement. 

All right, I accept your first wish and your request of a rate. Let 
us come to a rate. Then if the rate is fixed, our accounts could be 
rechecked, and then we could settle it. 

H. M. Jr: Doctor Kung, I don’t blame you for being confused, 
because it has taken so long and there are so many different U. S. 
Government agencies in it. But Adler can check my memory because 
he was present, and White had plenty of other things to do at Bretton 
Woods. As I remember the thing, from the time I got into it and 
talked to you, I have been talking U. S. dollars, and I have not been 
talking about a rate. I think I am correct that the Chinese Govern- 
ment has been talking about a rate. You please correct me if I am 
wrong. 

1 said, “We will talk dollars; this rate is too difficult for us,” and 
therefore 1 made the offer of one hundred and twenty-five million dol- 
lars on a U. S. dollar basis, and not on the rate basis. Is that correct? 

Mr. Adler: Yes, sir. 

Dr. Kung: No, 1 think that is wrong, because Marshall wired it 
was a rate. 

Mr. Adler: Excuse me. The Secretary is referring to the discus- 
sions at Bretton Woods. He is not referring to what General Mar- 
shall said. 

Dr. Kung: Your Government wanted a rate; we didn't want a 
rate. Knowing that we cannot change the rate, he said, therefore, 
“We cannot change the rate, so let us pay you a lump sum. The Amer- 
ican Government will contribute a lump sum, and the Chinese Gov- 
ernment will X e 

Mr. Adler: There is no inconsistency. You are referring to the peri- 
od prior to the Bretton Woods Conference. 

Dr. Kung: Mr. Morgenthau, from the very beginning they talk 
about a rate. 

Mr. Adler: No, the Secretary was describing his own offer at Bret- 
ton Woods, which did not cover this. 

Dr. Kung: But Doctor White just said that although we didn't 
discuss rates, yet there is the rate. 

Mr. White: If it is true—if it was six billion instead of twelve, 
we never would have offered one hundred and twenty-five million. 

Dr. Kung: That lump sum was offered in consideration of so many 
Chinese dollars and so many American dollars. 

H. M. Jr: Yes, but if the Army at this very late date—it is very 
unfortunate they are so late—if they should be correct. and could show 
that there is only half as much yuan expended in our behalf as we 
originally thought, it changes the whole picture. But again, Adler, 
I want to check—didn’t we during this discussion—was there some- 
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thing the President said about the one hundred and twenty-five mil- 
lion a month? 

Mr. White: I know about that. 

H. M. Jr: Wasn't it at that time that Doctor Kung kept stressing 
what the President said? Wasn’t there a cable or something. 

Mr. Adler: There was an offer of twenty-five million a month. 

Dr. Kung: Outside of the special expenses such as building the 
alrports. 

H. M. Jr: What I am trying to get at is—I am trying to do my 
homework—I have nothing to hide, but didn’t the whole discussion 
spring from that cable? 

Mr. Adler: Yes. 

H. M. Jr: And then I have stuck to that, haven't I? 

Mr. White: I think the Minister is correct in saying the earlier 
discussions were all on the basis of a rate, that the question was on 
what would be a reasonable rate, about which there was no agreement. 
Then in the latter part of the discussions, as you specified, because 
of the difficulty of arriving at an agreement on the rate, we said, “Let 
us approach it differently. Let us approach it as a lump payment.” 
That happened before Bretton Woods, and when the Secretary con- 
sidered it at Bretton Woods, it was a question of how much of a lump 
payment and getting away from the question of rate, because it was 
discussed so long that they felt there was no agreement. 

Mr. Koo: That has never been our stand. It was first proposed by 
Ed Acheson. 

Mr. White: That is true, because that is what we discussed at this 
end and sent to Acheson, that if you couldn’t arrive at a rate, then 
instead of continually withholding money, let's agree on an aggre- 
gate, and the President had indicated he wanted about twenty-five 
million dollars a month, and that is what the Secretary is referring to. 

That is where my authority for making this offering springs, from 
this cable in January. 

Dr. Chi: January 8. 

H. M. Jr: I think ever since I have taken part in this discussion 
I have been consistent, and I have been talking about so many dollars 
per month. And as far as I know, I¢don’t know anybody else that 
has ever been authorized to make an offer to the Chinese Government 
other than the one that I made. And the only difference now is that, 
as I say, it is a very unfortunate thing that these Army people now 
suddenly come through and question the correctness of the twelve 
billion yuan. And until they can give me a correct statement, 1 have 
just got to wait. Adler has been calling them at least once a day 
for how long? 

Mr. Adler: Since last Saturday. 

H. M. Jr: He has been trying to get them to give us the correct 
information. I realize that on the face of it it looks peculiar, but if 
I had my own Treasury people—I always balance my books every 
night, and publish it in the paper the next morning, so at least the 

eople know where the Treasury is. 

Dr. Kung: Your military mission has made a mistake, because you 
have several people to take care of that, and Clay was in the confer- 


ence. Hehad the figure. 
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Dr. Chi: In fact, the twelve point one billion figure was Clay’s 
figure, not ours. We never offered any figures. 

Mr. White: All we can say is that we are just as surprised as you 
are. 

H. M. Jr: And embarrassed. 

Mr. Soong: I remember very vividly that during the Bretton 
Woods Conference, Mr. Secretary, you at the time offered a lump sum. 
That was understood, and what Doctor Kung was saying, that 
Doctor White is at present saying, is this, that now the face of the 
whole thing seems changed because the amount submitted at one time 
and the amount now stated are quite different. Therefore, Doctor 
Kung says that you, Mr. Secretary, then offered a lump sum, although 
you did not specify the rate, but there is a foundation of a rate behind 
it. 

Mr. White: It is easy enough to figure what it was, it was about a 
hundred to one; it was one hundred and twenty-five million dollars 
for twelve point three, or twelve point one billion yuan. It is easy 
enough to calculate that the rate that was implied was about a hun- 
dred to one. If you get one hundred and twenty-five million for 
twelve billion yuan 

H. M. Jr: If it turns out that the Army should be right, it would 
be fifty to one. 

Dr. Kung: Suppose I had accepted your figure and it was settled, 
what would you do now ? 

Mr. White: We would have charged the Army. 

H. M. Jr: It is very simple. If you had accepted the figure that 
day, 1 would have drawn a check the next day, and the thing would 
have been finished. 

Dr. Kung: Well, the Army has a figure. 

H.M. Jr: Icant help it. That would be their responsibility. But 
whatever the mistake is, it would be the Army’s. 

Dr. Kung: 1 think it would take some time to check this account, 
because in the Army they have their different accounts. Figures 
differ. The bankers have figures, and the Army has figures, and prob- 
ably our figures wouldn't agree with your Army, and, therefore, if 
we just go on and say, “Check the account,” it will take some time. 

Therefore, as Doctor White just said, underneath, although no rate 
was mentioned yet the settlement was based one to a hundred. Now 
when Somervell and Clay came at that time, they hated it; they 
wanted one to eighty. We give them one to seventy; therefore, we 
cannot agree. Now they want one to one hundred, and we think that 
is too much. Now, what would be a fair rate? Three or four days 
ago they wired me to say to your General, “We want two billion dollars 
advanced by the bank,” and he had no authority. He asked me whether 
the bank was going to pay it or not. 

The Government was not able to pay. Therefore, your.Army then 
would be suspended in the air, and I again said, “I am negotiating 
with the Secretary of -the Treasury.” Meanwhile, what they need 
should be paid. I am taking too much responsibility. 

Now, one way or another some arrangements must be mude nc- 
cording to this conversation, this figure we talked about, in Bretton 
Woods. For your dollar you get twenty, and you want the Chinese 
Government to give you eighty. Now, I am prepared to offer two: 
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that is, every dollar you exchange for twenty, I am willing to give you 
forty, making sixty. Maybe, after all, when you check over your 
account you will find it is ten dollars. I think we could come to some 
arrangement like that, and then we can check the account, what is 
supposed to be paid by the Chinese Government and what is supposed 
to be paid by the American Government, because some of the expenses 
are paid by the Chinese Government, not all by the American Govern- 
ment. 

And in your military expenses—it will cost us four hundred million 
dollars a month to feed your Army. That is entirely paid by us; we 
haven't charged you anything for it. That account will have to be 
settled. So today I say, well, I will give you sixty and you want a 
hundred. What is the happy medium? If we can reach a happy 
medium then we will have that understanding of accounts of what 
is to be paid by the Chinese Government and what is to be paid by the 
American Government, and how much. 

Mr. White: You are a very good attorney, a very good arguer. 

Dr. Kung: No, I am afraid to face your Treasury people. You 
are really hard business politicians and diplomats. 

Mr. White: That isn’t the story we hear about it in China. You 
are supposed to be very tough there. 

Dr. Kune. You know, I am very easy. 

Mr. White: When you come here? 

Dr. Kung: I am especially easy with the Secretary of the Treasury. ` 
You can ask Mr. Morgenthau. 

Mr. Soong: For the amounts we spend, accounts are not. kept by 
the Treasury, but a lot of accounts are kept by the Army. In the 
‘preliminary stage when we talked about it, nothing had been said 
about it. And the Minister of Finance of our country and the Treasury 
ure coming to a conclusion. Suddenly they see where their accounts 
are not correct. Well, I think we have to allow something in such a 
large amount of money, and in these various items, these differences 
in account will appear from time to time as we examine the figures. 
They are bound to. But we certainly do not expect that the amount 
will come to so much as about four or five billion. 

I don’t think that Doctor Kung can stay forever in this country, 
but he has a lot of duties to perform, and it is no secret. with us that 
he is going back to the hospital. 

Mr. White: Possibly before you give any answer, Mr. Secretary, 
we should have a few more hours to go over their report. He says he 
is sending it over. You might want to look it over. : 

H. M. Jr: You say Doctor Kung is going to the hospital for a 
month? 

Dr. K’ung: My Government is calling me back. The Doctor told 
me to go to the hospital. I reported to my Government. I don't 
know what my Sorna ment wìll say, whether I should take the time 

g the hospital or not. 

E M JT; if he is going to the hospital for a month-—- 
Mr. Soong: He has spent his month already. — 
H. M. Jr: ae is a hard-hearted man, he won't give you a month 
spital. 
lo pee He has spent it already. | i 
E White: You mean, you don’t think he needs the operation ? 
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Mr. Soong: Not that, but he has over-stayed his vacation already. 

Dr. Kung: Vacation! 

Mr. Soong: Excuse me, sir. 

H. M. Jr: I will put it the other way: After this very hard time 
Doctor Kung has had, I think he should go to a good American hos- 
pital and have his operation. It will be a good investment for the 
Chinese Government. After seven years of all he has done for the 
Chinese: Government he is entitled to go to a hospital for a month. 

Dr. Kung: I was sick when they started this war. 

H. M. Jr: You ought to go to the hospital and have your opera- 
tion. It will be a good investment for the Chinese Government. 
After all, seven long years! 

Dr. Chi: I think Doctor Kung will be able to have real peace of 
mind in the hospital if we settle this today. 

H. M. Jr: I remember very well the time Mr. Hopkins was going 
on the operating table and his friend called me up from Rochester, 
Minnesota, and said, “In two hours Mr. Hopkins is going on the table, 
and he wants to know whether you will back him for so many million 
dollars for WPA. He doesn’t want to go on unless you tell him.” 
Aubrey Williams called me up. 

T said, “You tell Harry I will get him his money.” 

Mr. White: In other words, the Minister will have his answer be- 
fore he goes to the hospital. 

H. M. Jr: As far as I am concerned, he will. 

Dr. Kung: This is really a question of rate. If you have that 
standard, then 

H. M. Jr: Doctor Kung, I can’t play numbers, you see; I don’t 
know how to play. I see you are an expert. But let me ask you a 
question, because this thing can either be settled very quickly, or it 
might have to go on for a longer time. You could have taken our 
offer, and I think you would have been money ahead, but supposing 
that I had not changed my mind. Iam not saying—right now I don't 
know about this one hundred and twenty-five million dollars. I don't 
know whether I should be authorized in view of the Army suddenly 
coming along and saying this wasn’t twelve billion, one, it is six. I 
mean, I have certain responsibilities, too. Maybe they are right, and 
maybe they are crazy, I don’t know. But certainly I have respon- 
sibilities on this thing. If one minute they say it is twelve, and the 
next minute they say it is six, there is quite a difference. I am not 
very good at this sort of thing, but you were talking here a little while 
ago about your saying sixty; the underlying intimation of the rate we 
were talking about was a hundred. 

Then you said maybe we could get together. Were you implying 
we should split the difference? 

Dr. Kung: All right, Mr. Secretary, as you say, I am for coopera- 
tion during the war, but you must remember this is 2 common war; 
you want to uphold China’s hand to fight the Japanese. If our line 
is snapped, then you will realize what that means, not only to China, 
but to the common effort to the future peace and winning the war. I 
am perfectly willing to have you say anything you care to say. I will 
try my best to prevent my Government from accepting anything which 
is unreasonable. > 
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H. M. Jr: And that is what figure, the difference between sixty and 
a hundred? Eighty? 

Dr. Kung: All right. 

H.M. Jr: I haven't said all right. | i 

Mr. White: You haven’t said all right, but you got him to say all 
right. I would hate to have to do business with either of them. | 

Dr. Kung: If I do business with you, I get cheated every time. 
Y ou are too subtle. 

H. M. Jr: You don't mean you would be cheated. 

Dr. Kung: You are too subtle, too sharp. I know you wouldn’t 

cheat me. 

H. M. Jr: I am not sharp, because, after all, I have a record with 
your Government for seven years, too, and I have not been sharp! 

Dr. Kung: You are a very good businessman. 

Mr. White: You are talking, Mr. Secretary, about the rate before 
June. 

H. M. Jr: I was trying to find out what the Minister had in mind 
when he said that we may be able to get together. I just wondered if 
he meant what I thought he meant. 

Mr. White: Well, all the discussion has been about up to June 30, 
because the situation has changed. 

Dr. Kung: But you must remember, now, Doctor White, that some 
of this money was spent long before January. 

H. M. Jr: You mean this period covers up to the end of June. 

Mr. White: Up to theend of June. 

H. M. Jr: That is right. 1 will tell you what you can do, Doctor 
Kung. Will you relax for a couple of minutes, and we will go in Mrs. 
Klotz’ room. 

Dr. Kung: All right, have a council of war. 

(The Secretary and Treasury group adjourn to Mrs. Klotz’ office 
for the following discussion :) 

H. M. Jr: How would it be if we settle for one hundred and twenty- 
five million, take twenty-five which we pay on the rate of eighty ? 

Mr. Adler: They are not the same thing. 

H. M. Jr: I know, but how many yuan is eighty? 

Mr. White: If we pay them another one hundred and twenty-five 
million, the total of one hundred and fifty would be eighty. 

H. M. Jr: That is on the basis of twelve. 

Mr. White: But if it is less than twelve, he gets less. He is inter- 
ested in rate. 

Mr. Adler: But he knows the Army is cockeyed. 

Mr. White: The Army is very embarrassing. They offered him 
eighty a long time ago. 

Mr. Adler: No, they offered him a hundred. 

Mr. White: Mr. Secretary, the reason I wanted to say up to June 30 
is because the rate is getting worse all the time. 

H. M. Jr: But here is the point: If T quickly say I will take this 
thing, then it looks as though this thing I talked about, the Army, 
was a phoney. , 3 : : 

Mr. White: You won't, anyway, without talking with the Army 
about it. I don’t think they think the Army is a phoney, because I 
don't think they would believe any such tactics. You have never 


MORGENTHAU DIARY 1279 


given them any basis for any such tactics, because if you were going 
to do that, you would have said that at Bretton Woods. 

H. M. Jr: Well, supposing, Sol, we stuck to the one hundred and 
twenty-five, and said the rate was eighty. Would we have to give 
them another twenty-five million ? 

Mr. Adler: Yes, but suppose it is much more than we get. 

H. M. Jr: No, but supposing we have put in the two limits and 
they can juggle the figures at their end. : 

Mr. White: You can say eighty, but not more than one hundred 
and fifty. 

H. M. Jr: I won't go up to a hundred and fifty. 

Mr. White: That is twenty-five more. 

H.M. Jr: Tam not going to do that. 

Mr. White: You have already offered them one hundred and twenty- 
five. Oh, you are not going to increase it ? 

H. M. Jr: I can say, “You have said eighty, and you can work the 
number of yuan down to fit the rate.” 

Mr. White: All they do—you have offered them one hundred and 
twenty-five, and you are standing on your offer; you are not reducing 
your offer. You are merely saying that you are standing on your 
former offer. 

H. M. Jr: I don't want to put it that way. 

Mr. White: You want to put it that if it happens to be less you 
wouldn't lower it? 

H.M.Jr: Yes. 

Mr. White: We had better find out if it is six billion. It is all 
right if it is two or three less, but if it is six billion, then in all of our 
discussions everybody knows it was on the basis of approximately a 
hundred to one, and if you say that, notwithstanding the fact you 
have received information it is half and you couldn’t say the same, 
I think you are making a much poorer deal than you had intended. 

H. M. Jr: You are trying to get me to give them another twenty- 
five million, which Clay told me I could. 

Mr. White: Yes, I am; that would give him the eighty rate which, 
of course, he is dying to get. You could see that from the start. The 
thing has to be looked at in the large; it is true that it is more than 
the money is worth, but if you take the fact that you did spend some 
of this when the rate was better, much better, that you were willing 
to offer not eighty, but they were even willing to offer sixty, because 
I was here, we said, “Let's not tell it to them because if we tell them 
to offer sixty, they will offer sixty.” But we were willing to give 
them sixty. 

H. M. Jr: But should I try to settle this now? 

Mr. White: Not this morning. Take a look at the figures, because 
supposing the Army is right on this six billion. 

Mr. Adler: 1 don’t believe it. 

Mr. White: I don’t either, but what right have we to contest it ? 

H. M. J r: All right, I will tell them we have to wait. - 

Mr. White: But I think you could promise to give him the answer 
nefore w goes to the hospital. That is just dramatics between him 
and T. L. 

I think we ought to find out about this; it is too much. 


ofan” Secretary and Treasury group return to the Secretary’s 
ce. 
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H. M. Jr: Doctor Kung, we are going to try this afternoon or 
tomorrow to get the Army to be more specific, do you see? Just as 
I said earlier, having thrown that in my lap, it is very embarrassin 
to me, and I will press them for an answer, so I will not try to hol 

ou up. 

4 Kos: I think you want to go away feeling we have made real 
progress this morning. IfI could only get the Army to tell me—-and 
I will put pressure on them immediately—I would like you to go away 
feeling we have made progress. 

Dr. Kung: Thank you, Mr. Secretary. 

H. M. Jr: And I will not hold you up one minute longer than is 
necessary. 

Dr. Kung: Well, I am giving away something which we have held 
over for the last ten months; and after all, when I see you, I could 
get weak. I don’t know how I am going to face my Government. 
They may put me in jail for what I have promised. 

H. M. Jr: Well, I know your reputation back there. They will 
take what you recommend. They always have. 

Mr. Chi: I know the history of these negotiations. I know Doctor 
Kung had great difficulty in convincing the Government to agree that 
he would make an offer of sixty. The Government offered thirty. 

H. M. Jr: You see, he has the advantage of not only being a Fi- 
nance Minister, he is head of the party, aren't you? 

Dr. Kung: Well, the party has something to do with it, but you 
must remember that while I am the Deputy Premier, the Premier 
is the Generalissimo. Then he has an executive committee, or Kuo- 
mintang, and then he has the Supreme Defense Council. The people’s 
political council wanted to examine everything concerning the budget. 
They think we are spending too much money, and we are giving away 
too much money. 

H. M. Jr: Well, I am going to put the Army under great pressure, 
but I can’t, having gotten this thing this morning from Adler on the 
telephone, implying six or seven billion instead of twelve—in the face 
of that, I can’t make a settlement, much as I would like to. 

Dr. Chi: The only thing, Mr. Secretary, is that even if you get the 
concrete figures from the Army, unfess they can be prepared this 
afternoon, you won’t be able to settle it anyway, because it would 
take a long time to check their accounts on both sides, so the best thing 
is to settle the rate now. 

Mr. White: Mr. Chi, we are not talking about two hundred million, 
but whether there are a few big items. 

H. M. Jr: What I have in mind is this, I have been talking dollars 
right straight along. What I am going to try to do is continue to 
talk dollars which, if divided by the rate which we are mentioning, 
will come out at a figure satisfactory, then I will try to get the Army 
to say that that is finished up to June 30. That is what I am going 
to try to get them to do. i 

Dr. Kung: That computation will simplify your work. 

H. M. Jr: Doctor Kung, you haven’t realized that I haven’t 
changed. I am still going to talk a fixed sum in U.S. dollars, but I 
have the rate in mind just as you have, and then if out at the other 

end comes 4 figure which is within reason, which you can defend and 
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I can defend, all right, but I still have to pay you in U.S. dollars. 
I am not going to pay you in yuan. I take it vou want U.S. doMars. 

Dr. Kung: All right, anything you say, Mr. Secretary, I am willing 
to comply with. And I appreciate your effort, and that of the gentle- 
men with you. It is unfortunate that there is a misunderstanding, 
and it is unfortunate about the accounts. 

H. M. Jr: Well, there are two things I always think you could get 
along without, one is lawyers, and the other is accountants. If you 
just leave it to farmers and bankers! 

Dr. Kung: I think we all had better go back to farming. 


(Book 780, pp. 81-84) 
OCTOBER 6, 1944. 
2:45 p.m. 
Re CHINESE Loan 
Present : 


Mr. White 
Mr. Adler 


Mr. White: We have quite a few documents, 

The total figures are thirteen point nine. That is almost fourteen 
billion yuan as the total, instead of the twelve point one that they 
gave us; and from this fourteen billion, the Army says that three 
billion are for taxes and overhead, and they don’t think they should 
pay the taxes. They don’t indicate what. taxes, but the overhead is for 
roads leading to the airports and for certain engineering services. 

The airfields that I spoke of, the four billion, are apparently the 
Chengtu airfields which you had already agreed to include in pay. 
So we can forget about the airfields. They are not the airfields which 
were ready. J 

So the sole question is this three billion, which I don’t think the 
Chinese will ever admit should not be charged, because we think they 
are indirect charges and overhead. In any case it will probably take 
them ten years to figure out what is what. So the amount the Chinese 
will probably present will be fourteen billion instead of twelve point 
one, which suggests you were well advised to keep to the amount. 
rather than the rate. N 

Now, if you use the figure of fourteen billion, their figure, and if 
you stick to the offer of one hundred and twenty-five million, of which 
you have paid twenty-five, it would make a rate of 

Mr. Adler: ——one hundred and eleven on the top figure, and 
eighty-seven on the low. 

Mr. White: No, one hundred and eleven would be the rate on the 
one hundred and twenty-five million if you assume you owe them 
fourteen billion. If you assume that you owe them what our Army 
says, it might be deducted in taxes, and then it would bring it down 
to eighty-seven. However, Colonel Foster, who was here, and the 
Army never wanted to get into any examination of this; that is why 
they wanted you to treat the settlement of the whole business, because 
they never wanted to get into the mess. 

Now, if you increase the offer by twenty-five million, it will improve 
the rates from one hundred and eleven to ninety-three. You offer 
them twenty-five million more; and if he says, “What rate?” you say, 


1282 MORGENTHAU DIARY 


“You figure it out.” It depends on how many deductions you can 
reasonably make. Otherwise, in order to settle what this amount will 
be, it will take a long time. What troubles us about the rate is that 
they are now spending about two billion a month. 

Mr. Adler: A little more, two and a half billion. 

Mr. White: And the rate is much worse. 

H. M. Jr: Suppose we got a rate—I mean settlement—for one 
hundred and twenty-five and if they want to call it eighty, they can 
call it eighty. , 

Mr. White: Yes. It depends on what deductions they want to make. 
Tf they don't want to make any deductions, then the rate is ninety- 
three. 

If, on the other hand, we say that they should deduct for taxes and 
the others, if they want to they can bring it down to seventy-three. 

H. M. Jr: What would the rate be, 1 was going to say, after July 1? 

Mr. White: Well, now, that is a separate problem. If you want to 
tale that up now, you offered twenty million a month. At twenty 
million a month it would be about one hundred and eleven, or one 
hundred and ten. 

Mr. Adler: About one hundred and thirty. 

Mr. White: That is why you had better keep away from the rates. 

H. M. Jr: I will stick to twenty million a month. 

Mr. White: Now, they might raise it. 

H. M. Jr: I don’t feel like undertaking this. I have one of my bad 
headaches. 

Mr. White: Do you have to give it to them today? You can tell 
them we are looking into this. 

H. M. Jr: I wonder if we couldn't. Who is the fellow who deals 
the most with 1t? 

Mr. White: The three of them came back. They are waiting to see 
me. Hsi, I suppose. 

Mr. Adler: No, Chi. 

Mr. White: Chi is the assistant to Kung. But he only comes when 
Pag is here and when Kung sends him. He is not their regular man 

iere. 

Mr. Adler: They have come to the gold shipment. 

H. M. Jr: Why don’t I send for them now and tell them myself, 
these three? 

Mr. Adler: They haven’t come on this connection. 

H. M. Jr: I know, but simply say, “I have this word. I am leaving 
now and I want Doctor Kung to have this message.” 

Mr. White: You know that Secretary Stimson had informed you 
that any adjustment you make is all right with them, so you don’t have 


(O 

H. M. Jr: I am going to call up Clay on the phone, anyway. 

Mrs. Klotz: You don’t want to do this directly with Kung? 

H. M. Jr: I can’t get him down here. 

Mr. White: You can probably get him down in ten minutes. 

H. M. Jr: I will try it. (The Secretary requests Mr. Fitzgerald to 
make an appointment with Doctor Kung.) : 

Mr. White: In presenting it to Kung, I think the thing to do is, you 
tell them that there is this three billion in taxes that was a mistake in 
pm airfield and overhead, and the Army claims it, but you don’t want 
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to go into it because you want to stick to your bargain. That will get 
him away from the rate. Tell him that actually if you settle on that 
three billion rate it would make it seventy-three. Or make it much 
better, and let him figure it out. 

Mr. White: In general, unless he pushes, why not forget about after 
that. That just cleans it up until July 1. 

H. M. Jr: That is right. 


(Book 780, pp. 90-105) 
OCTOBER 6, 1944. 
3:30 p.m. 
CHINE8sSE Loan NEGOTIATIONS 
Present: 


Mr. Adler 

Dr. Kung 

Mr. T. L. Soong 
Mr. Hsi Te-mou 
Mr. Koo 

Dr. Chi 


H. M. Jr: I am going to have to leave at four forty-five to catch my 
e and Mr. White went ahead on the four o’clock train, so he is not 

rere, 

Dr. Kung, talking to the Army helped some and in other ways it 
doesn’t help so much. But this is the memorandum that Dr. White 
left behind. 

“Tn the most recent figures submitted by our Army for expenditures 
in China up to June 30, the total is just under fourteen billion yuan. 
Our Army states that this thirteen point nine includes three billion 
yuan for taxes and overhead, which should not have been charged to 
us according to agreement reached between the Chinese Government 
and the Army.” 

Now, I am just reading from what they have told me. They are 
saying of this thirteen point nine, which is another new figure, there 
are about three billion yuan of taxes and overhead, whatever that 
means. I don’t know. S 

Now, I have a suggestion to make, with the hope that we can come 
to an agreement and you can go to the hospital and have a happy 
operation. 

Up to the 30th of June at Bretton Woods we made you a firm offer 
of 125 million dollars, of which we paid you twenty-five. Is this 
right? 

Dr. Chi: That is right. 

Dr. Kung: I am not quite sure of that. Do you think it is right? 

Dr. Chi: Yes. zie. 

H. M. Jr: I don’t think there is any discussion on that. I think we 
have settled that March and February thing, haven’t we, Adler? 

Mr. Adler: I understood there was agreement on that. ` 

„H. M. Jr: We took that into account. We agreed with the Chinese 
viewpoint that it started when ? 

Mr. Adler: February. 

H.M.Jr: Yes, we first said March : 


vie ou said itw p 
Dr. Kung: No. it is started from Mareh N ni 
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H. M. Jr: We have been all over that, Dr. Kung. This is to your 
advantage. 

Dr. Kung: Yes, but I don’t want it. 

H. M. Jr: We have been over it again and again. Haven’t we come 
to that agreement ? 

Mr. Adler: I thought we had, sir. We had a stenographic record 
of it, anyhow. 

H. M. Jr: Which we gave to Dr. Kung, and they didn’t raise any 
question. 

Dr. Chi: Iam afraid it is February—that Dr. Kung is right. 

Mr. Adler: That is right. We agree with you. 

H. M. Jr: You misunderstand me. We agree: February, March, 
April, May, June. Right? 

Mr. Adler: Yes. 

H. M. Jr: Five months times twenty-five is 125 million dollars, 
of which we have paid twenty-five, and we agreed with you. We first 
held the March view and then we said all right and we took in Feb- 
ruary. We paid twenty-five million dollars. I think that is correct. 

Dr. Kung: That twenty-five is only for the regular military ex- 
penses, but all the expenses are advanced before that. 

H. M. Jr: February, March, April, May, June—twenty-five mil- 
lion a month is 125, of which we have paid twenty-five. We had the 
argument about February and March. 

Dr. Kung: Yes, if you just say for the military expenses alone and 
the extra expenditure is not included, that is right. 

H. M. Jr: No, I am just going to talk—I mean, that was the pro- 
posal we made in Bretton Woods, wasn’t it ? 

Mr, Adler: That is correct. 

H. M. Jr: Now, in order to approach the rate which you have in 
mind, I am going to add to that figure provided—this is what General 
Clay has asked me to do—that we take in the months of July, August 
and September; bring it up to October first, which at twenty million 
a month makes another sixty million. 

So by adding to this figure, we are prepared to add twenty-five mil- 
lion dollars or bring the total figure to 210 million dollars, less the 
twenty-five million dollars which we have already paid you, or a net 
figure of 185 million dollars. That is twenty-five million dollars more 
than we have ever offered before, and I think it is a good offer. 

Now, as to the rate, by the time you add these things and subtract 
these three million, whatever you want—I mean, you people are better 
mathematicians than 1, but I am adding twenty-five million dollars 
over and above any figure I have ever offered before; offering to pay 
net 185 million dollars up to the first of October. Is my arithmetic 
clear? 

Mr. Soong: Yes. 

i. M. Jr: What General Clay wanted to do was to spread this 
extra twenty-five over the period from February to October first, do 
you see? He felt that that would look a little better. So we will be 
spreading that over eight months, which brings a net figure of 185. 

“Dr. Kung: Mr. Secretary, I am sorry, but 1 don’t have the figures. 
1 think your Army is mixed up in the figures, and I trust the gentle- 
) 
keep the figures—they don't say who gathered the figures. 


vho : E 
ip have to wire agaln to check off the figures, and whether you 
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agreed to that time from March first when you were spending before 
March first for your military expenditures besides what you required 
for the airfields—twenty-five million dollars. The President said 
from March first on you would spend twenty-five million dollars for 
the next three months, and then after that you would make another 
arrangement. And your Army, through General Clay, from the end 
of June, July, August, September, he proposed instead of twenty-five 
million, give twenty million. But actually you have spent more 
money than they spent in March and April. If they spent more 
money, why do they want to give us less? 

H. M. Jr: We are giving you more. We are adding twenty-five 
million dollars to any figure which we have offered before. We have 
increased it by twenty-five million dollars. 

Dr. Kung: Now, of course that is for the general military expendi- 
tures. What money the Central Bank advanced for the building of 
the Chengtu airfields is a separate account. 

H. M. Jr: No, let me just go back. 

You have certain things in your mind; I have certain things in 
my mind. Now, I’d like to repeat it once more, and you gentlemen 
and Mr. Adler tell me if I am not correct. 

At Bretton Woods I suggested for February, March, April. May 
and June a full settlement between the United States Government and 
the Chinese Government of 125 million dollars, of which twenty-five 
million dollars was paid. We then owed you a hundred million dol- 
lars for everything. There were certain offsets which you very gen- 
erously offered for food and clothing. 

Then we said to you that we thought our expenditures would be less 
for the next three months and we offered you sixty million dollars for 
the next three months, which would bring the total to 160 million. 
And now we are offering you 185 million dollars in settlement for 
eight months. 

Dr. Kung: Yes, Mr. Secretary, but we differ there, whether the 
building of the Chengtu airfields was included in this twenty-five. 

Mr. Adler: The correspondence cleared that up, Your Excellency, 
between the Secretary and you—the recent correspondence between 
you. In the correspondence ¿t says it is included. 

Mr. Koo: It doesn’t say it is included in the figures; simply the 
American payment for the cost of construction. 

Mr. Adler: In other words, it was included in the Bretton Woods 
settlement. 

Dr. Kung: It was not. The President told me it was not. 

Mr. Adler: May I read this letter from the Secretary ? 

“I am in receipt of your letter of September 9. There was never any 
doubt as to whether the United States Government would pay for the 
cost of the construction of the Chengtu airfield.” 
EOS Sceustary s aen at Bretton Woods presumably in- 

mething about which there was no doubt whether we would 


pay- 
Dr. Kung: Mr. Adler, I think you 
that. 
Mr. Adler: May I read on? 
‘The President's telegram, which was transmitted to Generalissimo 
Chiang Kai-shek on January 28 by Ambassador Gauss, states ex- 
48-378 O—65—vol. 2——28 i 


are wrong. I cannot accept 
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plicitly that the United States, in order to cover all of its military 
expenditures in China, including maintenance as well as construction, 
is prepared to place to your account a U.S. dollar equivalent of any 
Chinese funds made available under general arrangements that will 
be suggested by General Stilwell and the Ambassador. The United 
States thus recognizes its obligation for its military expenditures in 
China, including the cost of Chengtu airports as one item in those 
expenditures, and is anxious to make a settlement which will cover 
them all.” 

Mr. Koo: According to General Clay’s own statement, the figure at 
Bretton Woods includes only four billion dollars which was spent for 
Chengtu airfields. That doesn’t coincide with the actual amount of 
money. 

Mr. Adler: That is a different question. The offer made at Bretton 
Woods was that we had certain figures and the offer was made and 
those figures included the Chengtu airfields. That is the only point 
insofar as our figure indicated them. 

H. M. Jr: The size of the figure we didn’t agree on, but whether 
they would be included or not, we did. 

Dr. Kung: I wrote the Secretary a letter and I quoted what the 
President said, also what General Marshal] said. Read that. 

Mr. Koo: Since our conversations at Bretton Woods additional 
information was received from China, substantiating the fact of the 
cost of the construction of the Chengtu airfields, which was always 
regarded as constituting a separate account which the United States 
Government undertook to pay. 

Memorandum No. 111, dated January 8, 1944, referred to a reply 
from General Marshall to the inquiry, which stated that, “The United 
States will bear the cost of labor and material for Chengtu airdrome 
construction at a rate of exchange to be arrived at under negotiations 
now in progress.” 

On January 12 General Stilwell transmitted to the Generalissimo 
a telegraphic message from President Roosevelt with reference to the 
Chengtu airfields, part of which reads: 

“I will undertake to make available the necessary funds in Lend- 
Lease appropriation if that will hasten the completion of the work 
on the desired schedule.” 

Now, here is Secretary Morgenthau’s reply to Dr. Kung, dated 
September 20: “There was never any doubt as to whether the United 
States would pay for the cost of the construction of the airfields.” 

In other words, at Bretton Woods the cost for the construction of 
the Chengtu airfields were not included—only a small part of it. 

Mr. Adler: In the figure we had, insofar as our figures included 
the cost of the Chengtu airfields, we included them. Now, those figures 
may not be right. We depend on the Army. , 

Dr. Kung. You are wrong, Mr. Adler. Even in the month of 
December, without whatever the cost of the building of the airfields 
was. vour military expenses were twenty-three million. 

Mr. Adler: At the official rate of exchange. _ 

Dr. Kung: And because, later. of the rising prices you were, prepared 
hen to spend twenty-five million only for the general military ex- 
ooh That is why twenty-five million dollars was offered. And 
MAME f the airfields was a separate account, That account 

the building O 
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didn’t come from the Government. I took the responsibility to ad- 
vance the money. 

Mr. Adler: I am sorry, Your Excellency, but it is in the record at 
Bretton Woods. We have the stenotype record. 

Dr. Kung: Mr. Secretary will be the man—of course, I cannot ex- 
pect him to know the details. You were there and were present in 
the negotiations. 

Mr. Adler: Excuse me, Your Excellency, I was not present at some, 
and I don’t think that is the point at issue. The point at issue is 
whether the offer of the Secretary at Bretton Woods included Chengtu 
or not. 

Dr. Kung: You ask Clay whether he included Chengtu or not; how 
much in his figure he included Chengtu. 

Mr. Adler: We have mentioned that—four point four billion. 

Dr. Kung: You know Chengtu cost more than that. 

Mr. Adler: I don’t have the figures, Your Excellency. I only have 
what the Army gave us. 

H. M. Jr: It was my impression that at Bretton Woods, from 
General Clay and the others, this figure of twelve point three, what- 
ever it was, included—they made the point that the principal ex- 
penditures during February, March, and so forth, were for the 
Chengtu airfields. If they weren’t for that, what were they for? 

Dr. Kung: You have over twenty thousand men in China. 

Mr. Koo: There were other airfields, too, Mr. Secretary. 

Mr. Adler: Chengtu was included in your total from Bretton 
Woods. 

Dr. Kung: If you take that attitude, we cannot settle that. 

Mr. Adler: Iam very sorry. 

Dr. Kung: There is a record by the President. If Iam wrong—the 
Generalissimo certainly has given it clearance. 

H. M. Jr: Where did the President say he did or did not include 
the Chengtu airfields? 

Mr. Adler: We went over that at Bretton Woods. 

Dr. Kung: He said that would be a separate account. 

H. M. Jr: The President said that? 

Dr. Kung: Yes, he just read you that. You read that again. 

Mr. Koo: On January 12 General Stilwell transmitted to the Gen- 
eralissimo a telegraphic message from President Roosevelt with refer- 
ence to the Chengtu airfields, part of which reads, “I will undertake 
to make available the necessary funds through Lend-Lease appropria- 
tion if that will hasten the completion of the work on the desired 
schedule.” 

H. M. Jr: That doesn’t say anything, whether it is included or not 
included in the twenty-five million. 

Mr. Adler: That is the explicit offer, Mr. Secretary. 

Dr. Kung: You see, the twenty-five is the regular military ex- 
penditure. You are spending that much in the month of December. 

H. M. Jr: Do you mind if I call General Clay ? 

Dr. Kung: All right, you can call him. 

ou Cae oe know nothing about that 

Mr. Adler: Excuse me, Your Ex y” R on 
dent which was transmitted by acne ips cb lees ronnie: teal 


: ; auss, 1 think, on January 23 
was discussed at great detail ¡ 3 y) 4 Sunk, ñ ary = 
Pure ul in Bretton Woods, and there were two 
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different interpretations of that cable, and I think that is what you 
are referring to. 

Dr. Kung: No, there was a different one. 

Mr. Adler: This is the cable we discussed at Bretton Woods. 

Dr. Kung: No, 1 got it from the Generalissimo's quarters. At 
Bretton Woods I didn’t have that. 

H. M. Jr: We had it. 

Mr. Adler: You read it and Dr. Koo read it. 

H. M. Jr: I don’t know of any other message. 

Dr. Kung: There is another message. You can read that. 

Mr. Koo: That was transmitted to you, Mr. Secretary. 

(Secretary holds telephone conversation with General Clay, as 
follows :) 

[The telephone conversation was viewed as not of sufficient interest 

in connection with this study to be printed here. | 

(Eprror’s Nore.—The Dairy includes two almost identical copies 
of the above portion of the meeting. Only the one that appeared 
to be the most complete is printed here. The other copy is available 
in the subcommittee's files.) 

H. M. Jr: What Clay says is that at Bretton Woods we said the 
125 we were giving you included the cost of Chengtu, but we were 
perfectly willing that you offset those figures by putting down certain 
figures under reciprocal aid, if our figures proved to be wrong. 

Dr. Kung: Yes, there we didn’t agree. I said it was a settlement 
outside of Chengtu. 

H. M. Jr: He said we weren’t in agreement as to the figures, but 

we did agres that you might under certain circumstances put down 
certain figures for Chengtu under reciprocal aid. 
_ Dr. Kung: That is all right. That is where we split, and I took 
it that your figure for the settlement of the general military expenses 
was outside of the Chengtu expenses. And you want to include that. 
And then he said, “All right, the Chengtu expenses can be put on the 
Reverse Lend-Lease.” 

H. M. Jr: Possibly as an offset. 

Dr. Kung: Well, I said I’d have to wire the Government, and be- 
aide the four billion [yuan?] he mentiened I saw that figure was not 
right. 

H. M. Jr: I think we are together now as to what happend, 
though. You agree that General Clay’s memory on this is correct ? 

Dr. Kung: Yes. 

Now, Mr. Secretary, we differed because you say—this is rather dif- 
ficult to finance and to settle without knowing what the head of the 
Government actually promised. And therefore, you said you referred 
to the President and he referred to the Generalissimo and he sent me 
two wires, one from the President to him, another from General Mar- 

shall to him. 

Genera] Marshall said the airfields would be paid for, and the Pres- 
ident said he will pay everything and this will come out of Lend- 
Lease. Your military expenditures, your American expenditures from 
your Treasury, that doesn’t come from the Lend-Lease. Certainly 

you don’t support your Army from Lend-Lease funds. 

Mr. Adler: May I point out that those quo‘ations which you yes 
good enough to supply the Secretary were the first indications we hac 
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had. ` Moreover, the dates of those communications are earlier than 
this formal communication from the President to the Generalissimo. 
This has the financial details. 

Dr. Kung: Now, let us don’t bother this any more. I advanced the 
American Ármy so many Chinese dollars. Usually 1 had to pay in- 
terest on the loan at the bank. The Chinese Government will pay the 
interest, 1f the American Government will return me the Chinese dol- 
lars which 1 advanced, and then just don't bother about the conver- 
sation or anything else. I made a loan and I advanced the money. 
If the American Government will just return me the Chinese dollars, 
you can take your notes, your dollars, and sell them on the open mar- 
ket. You can get the Chinese dollars. If you can get one or two 
hundred or three hundred, so much the better, and return that to me 
and we can settle the account. Would that be satisfactory ? 

H. M. Jr: How are we going to get the Chinese dollars? 

Dr. Kung: Sell it on the black market. 

H. M. Jr: I am not taking that offer seriously. I have added 
twenty-five million dollars to what we have offered before, and the 
figure now stands at 185 million dollars net in full settlement for all 
obligations that the Army has incurred from February 1 up to and 
including September 30. 

Dr. Kung: You can’t tell me, Mr. Secretary, what that represents 
in Chinese dollars 

H. M. Jr: You can figure that much better than I can. 

Dr. Kung: according to our accounts. I think our accounts 
differ and your military account changes from day to day and our 
account is quite different from yours. I think we have advanced much 
more money than what the military claims. If they based this settle- 
ment on figures which are wrong, then we never come to any agreement. 

H. M. Jr: You can arrive at any one of two or three different rates, 
depending on what you include. The rates run anywhere from 
seventy-three up or down. There is one way of figuring it which 
results in a rate of seventy-three. | 

Dr. Kung: That is all right. If it seventy-three I will accept 1t. 

H. M. Jr: But there is another way that results in a rate of one 
hundred and eleven. So I say, you will have to figure it. 

It figures from seventy-three to one hundred and eleven, depending 
upon whether you accept what our Army says or accept what your 
people say. 

You people can give it the rate that you want. 

Dr. Kung: Now, will you please tell me what is the total figure 
according to your Army ? 

H. M. Jr: The latest figure is thirteen point nine, less three billion, 
or ten billion, nine, which, if you figure it the way I have just figured 
it, would give you a rate of seventy-three. 

Dr. Kung: If that is the rate, that is all right. 

H. M. Jr: That would give you a rate of seventy-three. 

_Dr. Kung: I think the best way, Mr. Secretary, would be for you to 
give me a copy of your Army’s figures, letting me wire back to check 
it up. 

H. M. Jr: Am I right, Sol, that it would give a rate of seventy-three, 
thirteen point nine less three? It is ten billion nine into one hundred 
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and fifty million dollars. Eleven billion yuan into one hundred and 
fifty gives you a rate of seventy-three. 

Dr. Kung: According to the Army the total amount is thirteen 
billion ? 

Mr. Adler: Thirteen point nine, almost fourteen. 

_H. M. Jr: Deduct three billion from that, and you have ten point 
nine. 

Dr. Kung: From taxation ? 

Mr. Adler: Not only taxation, but overhead. 

H. M. Jr: So you don’t get the figure wrong, that would be one 
hundred and eighty-five million dollars up to October 1. 

Mr. Soong: Thirteen point nine is the Army’s figure including the 
Chengtu Airfield? These figures are kept by the Army ? 

H. M. Jr: Yes, they are not kept here. 

E Koo: 1 am afraid the thirteen point nine Army figures are too 
small. 

H. M. Jr: If you take the Army's figures—it is thirteen point nine, 
subtract three, and you get ten point nine. If this total is considered 
in relation to one hundred and fifty million dollars, it gives a rate of 
seventy-three. 

Dr. Kung: All right, Mr. Secretary, that is all right. Then I don’t 
want to delay you, because you have to go. We will let my associates 
check up with the Army about the figures, and then we have a basis 
of seventy-three. 

H. M. Jr: Let us be sure that we understand each other. There are 
two ways to figure this thing. One way is to figure it to July 1, but 
another way is to spread the extra twenty-five million over the three 
months, July, August, and September. 

Mr. Soong: To the end of September. 

H. M. Jr: But I am giving Doctor Kung a more favorable rate if 
he figures it on the five months. 

Dr. Kung: All right, I will figure on the five months. 

H. M. Jr: But we, of course, have to figure it on a basis of eight 
months. 

Dr. Kung: Allright, I will figure on eight months. 

H. M. Jr: If you figure it for eight months, it won't be as favor- 
able. I want you to understand that. The Army says that this extra 
twenty-five million, which 1 am adding today is to be spread over 
eight months. 

Mr. Soong: Five months will be a better rate. 

H. M. Jr: But the Army wants it over the eight months. Do I 
make myself clear? 

Dr. Kung: Yes, I understand. But my point of doubt is the Army 
figure is not right. 

H. M. Jr: But we understand each other, that the one hundred 

and eighty-five million is for eight months. 

Mr. Adler: If you figure it on eight months, the lower figure of 
ten point nine comes out at eighty-nine. If you take the higher figure, 
it would come out at exactly a hundred. A 

H. M. Jr: If you figure it on the five-month basis it comes out at 
SAn figures so there can be no misunderstanding. 

r. Soong: We just made a copy of it. 
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Dr. Kung: The only thing is, I want to check on the figures of 
the Army. 

H. M. Jr: If you figure it five months you get one rate, and if you 
figure it eight months, you get another rate. The eight-months rate 
1s not as favorable. 

Dr. Kung: And the eight-months figure—if you take the lower 
figure and the higher figure, of course, the rate will be different, too. 

H. M. Jr: But when you get all through, the net offer is one hun- 
dred and eighty-five million dollars. 

Dr. Chi: In addition to the twenty-five million ? 

H. M. Jr: And including the Chengtu airfields. 

Dr. Kung: That is, provided their figure is right. 

H. M. Jr: We are agreed on the basic principle that we have in- 
cluded the Chengtu airfields in our figures. I admit that our figure 
for the cost of the Chengtu fields and yours differ. 

ree es I am responsible; if the bankers sue me, I will be in 
trouble. 


Book 780 . 120-131 
| aa OctoBER 6, 1944. 
13:00. 
CHINESE Loan NEGOTIATIONS 
Present: 

Secretary Morgenthau 
Mr. White 
Mr. Adler 
Dr. Kung 
Mr. Soong 
Mr. Hsi Te-mou 
Dr. Chi 
Mr. Koo 


H. M. Jr: Doctor Kung, since talking to you last night, we have 
been in touch with the Army, and only this morning we were given 
some new information which we have never had before. 

Mr. White: I was given tlse information over the phone. It seems 
that the Accounting Department has received further reports from 
the Army in China which indicate that the figures which had been 
submitted tentatively of the expenditures to the end of June include 
some items which should not have been included. There are also some 
errors in other items, so you have a very substantial change in the 
amount of yuan which was supposed to have been expended. 

We asked them to send us over some details in writing, but they 
just received this information. It would greatly change the figures 
that have been the basis of discussion. 

Dr. Kung: More or less? 

Mr. White: They included some items which should not have 
been included so that it would be substantially less. 

Dr. Kung: That is funny, that you have an Accounting Department 
that should make mistakes like that. 

Mr. White: I don’t know whether we made them or the Chinese 
authorities made them. I can’t tell without seeing the report. 
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Dr. Kung: Your Accounting Department doesn’t: take our figures. 
Our figures do not agree with your figures. Therefore, that is why 
I told the Secretary just against a lump that:is very unsatisfactory, 
because I was afraid something like that would happen. 

Now, from the beginning it was a question of rate. Our official 
rate was one to twenty, and because of the increase in price of the 
American dollar, we are not able to buy as much. Therefore, you 
have either to increase your appropriation, or you have to get more 
Chinese currency for your currency. That was the reason you asked 
us to change the rate, because according to your representative there, 
you are spending too much money in China, according to that state- 
ment, yet you were only spending twenty-five million dollars a month 

for the American war effort in China. 

After the President signified the proposition, the Generalissimo laid 
before him that the American Government was to pay everything 
in China. Now, of course, that is clear. But the question is, what 
was the rate. General Somervell and General Clay were there a year 
ago November or December. At that time the black market rate was 
one toeighty. Since they came to China it leaked out that the Ameri- 
can Government was asking for a higher rate than the speculators, and 
the general public got hold of the idea. They know that the Chinese 
Government always yields to the wishes of the American Government. 
And then they saw that Chinese currency was depreciating. They 
saw that they could make use of that information, so they got hold of 
American dollars and bought and bought, thinking it would be a 
hundred or two hundred. That started the confusion of the black 
market. 

Then your men came. They said, “Well, the black market is so 
much, and, therefore, you shall give us at least as much.” At that 
time I think the market wanted one to eighty. That was before this 
confusion. 

After negotiations in which the Governments were concerned, the 
Chinese Government decided at the time to grant one to one. Your 
missionaries—you have philanthropic workers in China—that money 
you spend in China isan American contribution. 

Now, because of the high cost of living they could not support their 
work, and they came to me, and I talked with my Government. 
Finally the Government prepared to make a contribution of twenty 
dollars, that is, each American dollar sent to China for such work— 
they would get twenty dollars for each American dollar. The Chinese 
Government will give those organizations another twenty dollars. 

Well, at that time the Chinese contributed money back to China; 
they were only getting one to twenty dollars. And we said that be- 
cause this was a common war and we were to make a contribution, we 
made a proposal that. we would give fifty percent as a subsidy for the 

American expenses. That was presented in a document to Gauss when 
he called with George Atcheson and, I think, Mr. Adler also was 
present. That was the document Mr. Adler brought up to the Secre- 
tary when we had the conference at. Bretton Woods, saying that the 
American Government didn’t accept the thirty dollars, that is, the 
twenty dollar official rate and plus ten dollars. p . 

Now, from the telegram that Marshall sent to Stilwell, which was 

presented to their Government, Marshall said the American Govern- 
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ment would pay for what was spent in China, that is, what the Ameri- 
can Government spent in China, but the question was the rate. Now, 
this is really the crucial point, whether you say it is a lump sum, 
whether you say a certain amount of American dollars against present 
Chinese dollars—eventually you have to base it on something. And 
I might say at this juncture that I have taken a very heavy responsi- 
bility from March 1 on. The American Government would look after 
itself, pay its expenses; the Chinese Government was not to pay any- 
thing. Therefore, the Chinese Government Treasury cannot draw 
money off for that purpose. We have at least two organizations to 
check over the means of finance. Asa means of finance, I cannot sign 
a paper, or a pay order other than the budget, and even if it is the 
budget, it must be countersigned. If that is not done, the adminis- 
trative order for payment is not honored by the Treasury; and if I 
violate that law, I am liable to be in prison for fifty years. 

Well, I want to have the American Government do what I came here 
for, so I make notes, an advancement on the Central Bank, and I or- 
dered the Central Bank to advance money to the American Military 
Commission. Now, you see out of these two conferences, one with the 
Government. Treasurer, and one with the bank—now, you just brought 
up—you say the amount was wrong because now you find there was 
something mistaken. Well, anyway, if that amount is wrong, if you 
are going to try to settle a lump against a lump, then that is another 
matter. That is not very scientific. 

So the best way would be for you to say how much you want us to 
subsidize. You are spending money in China. Youhave to set Amerl- 
can dollars against Chinese currency. At the present rate it is one to 
twenty. We not only buy at that rate, we sell at that rate, and there 
are reasons. I received a letter from Secretary Morgenthau on Sep- 
tember 20 and I wrote him an answer on the 22nd, four long pages. 1 
thought maybe to send the letter to him would just give him a head- 
ache, so I just saved it until I saw him. If you want that information, 
1 will send a copy later to you for your file. ; 

But now the question finally comes down to the final analysis, the 
rate. We cannot change the rate, and you sav our rate is too low. 
All right, now how much do yqa want us to subsidize? At the present 
time we are giving one to one for the philanthropic cause, and other 
causes, and we offer you thirty; but you say you will not accept it. 
Now, is forty acceptable? Is fifty acceptable? If I should say sixty, 
that means you only nav one-third, and we pay two-thirds. At the 
time when Clay and Somervell were there, they wanted eighty. At 
that rate you would pay one-fourth, and we pay three-fourths. That 
would be something! 

You have given Lend-Lease; and you want. to have reversal Lend- 
Lease. Then we can make a contribution. I think it would be easy 
for the Secretary, for the Senate, the President. and the public to 
know that China has done its share. T think without going into all 
the details, the point is, how much you are willing to nay and how 
much you want us to pay. Then after we fix that, you can ask your 
Army to find out how much the American Army did borrow from the 
aad or from the Treasury. Then we will settle the account accord- 

PJ 
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Also, you say this war may take a little longer time and you will 
be wanting money in China, sometimes maybe more, sometimes maybe 
less. 

Mr. White: May I comment? 

H. M. Jr: I wish you would, yes. 

Mr. White: Mr. Minister, we are, of course, in agreement with much 
of what you say. In an attempt to make a reasonable settlement for 
past expenditures the Secretary at Bretton Woods said he would pay 
one hundred million. That was one side of the understanding and 
there was no question about it. Now the question is for what was that 
one hundred million dollars being given in payment. The bill that 
was submitted was for twelve billion plus. 

Dr. Kung: Twelve point one. 

Mr. White: Now, the problem is that the discussions were based on 
that figure. We assumed that that figure was the one that your 
Government submitted. We now have information that that figure 
included two very large items which should not have been included, 
one of taxes to the Government which amounted to several billion 
yuan. 

Dr. Kung: Taxes to the Government! How do you mean? 

Mr. White: That the Chinese Government paid taxes and then 
charged us with it. 

Dr. Kung: The Government paid taxes to the Government ? 

Mr. White: That is what they tell us. 

Dr. Kung: You are a Treasury man; you cannot believe that. 

Mr. White: We have to determine whether we are settling for twelve 
billion yuan or whether we have to make the deductions of which we 
have just been informed by the Army. 

Dr. Kung: Well, all right, now let us just come to an agreement on 
how much you are willing to pay and how much you want us to pay. 
Now, they say from the very beginning you are talking about a cash 
rate, an exchange rate. My Government wasn't willing to admit the 
rate, but now you order a settlement. 

All right, 1 accept your first wish and your request of a rate. Let 
us come to a rate. Then if the rate is fixed, our accounts could be re- 
checked, and then we could settle it. e 

H. M. Jr: Doctor Kung, I don’t blame you for being confused, be- 
cause it has taken so long and there are so many different U.S. Gov- 
ernment agencies in it. But Adler can check my memory because he 
was present. (White had plenty of other things to do at Bretton 
Woods.) As I remember the thing, from the time I got into it and 
talked to you, 1 have been talking U.S. dollars, and 1 have not been 
talking about a rate. I think I am correct that the Chinese Govern- 
ment has been talking about a rate. You please correct me if I am 
wrong. 

I made the offer of one hundred and twenty-five million dollars on 
a U.S. dollar basis, and not on the rate basis. Is that correct ? 

Mr. Adler: Yes, sir. Ped 

Dr. Kung: The lump sum of one hundred and twenty-five million 
was offered in consideration of so many Chinese dollars and so many 

ican dollars. Pea 
Se Yes, but if the Army at this very late date—it is un- 
fortunate that they are so late—if they should be correct and show 
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that there was considerably less expended on our behalf than we orig- 
inally thought, it changes the whole picture. We have been dis- 


ong on the ‘basis of the President's figure of twenty-five million a 
month. 


Mr. White: That’s right. 

H. M. Jr: Didn’t Dr. Kung at Bretton Woods keep stressing what 
the President had said? Wasn’t there a cable or something? 

Mr. Adler: There was an ofter of twenty-five million a month. 

_Dr. Kung: Outside of the special expenses, such as building the 
airports. 

H. M. Jr: Didn’t the whole discussion spring from that cable ? 

Mr. Adler: Yes. 

H. M. Jr: And then I have stuck to that, haven't I? 

Mr. White: I think the Minister is correct in saying the earlier dis- 
cussions were all on the basis of a rate, that the question was what 
would be a reasonable rate, about which there was no agreement. 
Then in the latter part of the discussions, as you said, because of the 
difficulty of arriving at an agreement on the rate, we said, “Let us ap- 
proach it differently. Let us approach it as a lump payment.” That 
happened before Bretton Woods, and when the Secretary considered 
it at Bretton Woods, it was a question of how much of a lump sum 
payment, getting away from the question of a rate. 

Mr. Koo: That has never been our stand. It was first proposed 
by Ed Acheson. y 

Mr. White: That is true, because that is what we discussed at this 
end and sent to Acheson; that if you couldn’t arrive at a rate, then 
instead of continually withholding money, to agree on an aggregate. 
The President had indicated about twenty-five million dollars a 
month, and that is to what the Secretary is referring. í ] 

H. M. Jr: I think ever since I have taken part in this discussion I 
have been consistent, and 1 have been talking about so many dollars 
per month. And, as far as I know, no one else has ever been au- 
thorized to make an offer to the Chinese Government other than the 
one that I made. And the only difference now is that the Army people 
now suddenly come through and question the correctfulness of the 
twelve billion yuan figure. Amd until they can give me a correct 
statement, I just have to wait. For how long has Adler been calling 
them at least once a day ? 

Mr. Adler : Since last Saturday. 

H. M. Jr: He has been trying to get them to give us the necessary 
information. T 

Dr. Kung: Your military mission has made a mistake, because you 
have several people to take care of that, and Clay was in the con- 
ference. He had the figure. 

Dr. Chi: In fact, the twelve point one billion figure was Clay’s 
figure, not ours. We never oftered any figures. 

Mr. Soong: I remember very vividly that during the Bretton 
Woods conference, Mr. Secretary, you at the time offered a lump sum. 
That was understood, and what Doctor Kung was saying, that Doctor 
White is at present saying, is this, that now the face of the whole 
thing seems changed because the amount submitted at one time and 
the amount not stated are quite different, Therefore, Doctor Kung 
says that you, Mr. Secretary, then offered a lump sum, although you 
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did not specify the rate, but there is a foundation of a rate behind it. 

Mr. White: It is easy enough to figure what it was, it was about 
a hundred to one; it was one hundred and twenty-five million dol- 
lars for twelve point three, or twelve point one billion yuan. It is 
easy enough to calculate that the rate that was implied was about 
a hundred to one. If you get one hundred and twenty-five billion 
for twelve billion yuan 

H: M. Jr: If it turns out that the Army is right, it would be con- 
siderably lower. 

Dr. Kung: Suppose I had accepted your figure and it was settled, 
what would you do now? 

H. M. Jr: It is very simple. If you had accepted the figure that 
day, I would have drawn a check the next day, and the thing would 
have been finished. 

Dr. Kung: Well, the Army has a figure. 

H. M. Jr: That would be their responsibility. 

Dr. Kung: I think it would take some time to check this account, 
because in the Army they have their different accounts. Figures 
differ. The bankers have figures, and the Army has figures, and 
probably our figures wouldn’t agree with your Army, and, therefore, 
if we just go on and say, “Check the account,” it will take some time. 

Therefore, as Doctor White just said, underneath, although no 
rate was mentioned yet the settlement was based one to a hundred. 
Now when Somervell and Clay came at that time, they hated it; 
they wanted one to eighty. We give them one to seventy; therefore, 
we cannot agree. Now they want one to one hundred, and we think 
that is too much. Now, what would be a fair rate? Three or four 
days ago they wired me to say to your General, “We want two billion 
dollars advanced by the bank,” and he had no authority. He asked 
me whether the bank was going to pay it or not. 

The Government was not able to pay. Therefore, your Army then 
would be suspended in the air, and I again said, “I am negotiating 
with the Secretary of the Treasury.” Meanwhile, what they need 
should be paid. I am taking too much responsibility. 

Now, one way or another some arrangements must be made ac- 
cording to this conversation, this figure we talked about, in Bretton 
Woods. For your dollar you get twenty, and you want the Chinese 
Government to give you eighty. Now, I am prepared to offer two; 
that is, every dollar you exchange for twenty, I am: willing to give 
you forty, making sixty. Maybe, after all, when you check over your 
account you will find it is ten dollars. I think we could come to 
some arrangement like that, and then we can check the account, what 
is supposed to be paid by the Chinese Government and what is sup- 
posed to be paid by the American Government, because some of the 
expenses are paid by the Chinese Government, not all by the Ameri- 
ean Government. ir 

And in your military expenses—it will cost us four hundred million 
dollars a month to feed your Army. That is entirely paid by us; we 

haven't charged you anything for it. That account will have to be 
settled. So today 1 say, well, 1 will give you sixty and you want a 
hundred. What is the happy medium? If we can reach a happy 

pee will have that understanding of accounts of what is 
medium then we We G nent and what is to be paid by the 
to be paid by the Chinese Government and what is to be ps y 


American Government, and how much. 
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Mr. White: You are a very good attorney, a very good arguer. 

Dr. Kung: No, I am afraid to face your Treasury people. You are 
really hard business politicians and diplomats. 

Mr. White. We think you are pretty tough and you present your 
country's case very ably. 

Dr. Kung: You know, I am very easy. 

Mr. White: You do very well. 

Dr. Kung: I am especially easy with the Secretary of the Treasury. 
You can ask Mr. Morgenthau. 

Mr. Soong: For the amounts we spend, accounts are not kept by the . 
Treasury, but a lot of accounts are kept by the Army. In the prelim- 
inary stage when we talked about it, nothing had been said about it. 
And the Minister of Finance of our country and the Treasury are com- 
ing to a conclusion. Suddenly they see where their accounts are not 
correct. Well, I think we have to allow something in such a large 
amount of money, and in these various items, these differences in 
account will appear from time to time as we examine the figures. 
They are bound to. But we certainly do not expect that the amount 
will come to so much. 

I don’t think that Doctor Kung can stay forever in this country, 
but he has a lot of duties to perform, and it is no secret with us that 
he is going back to the hospital. 

Mr. White: Possibly before you give any answer Mr. Secretary, 
we should have a few more hours to go over the Army’s report. They 
say they are sending it over. You might want to look it over. 

H. M. Jr: You say Doctor Kung is going to the hospital for a 
month ? 

Dr. Kung: My Government is calling me back. The Doctor told 
me to go to the hospital. I reported tomy Government. I don’t know 
what my Government will say, whether I should take the time to go to 
the hospital or not. 

H. M. Jr: If he is going to the hospital for a month 

Mr. Soong: He has spent his month already. 

H. M. Jr: There is a hard-hearted man, he won’t give you a month 
to go to the hospital. 

Mr. Soong: He has spent è already. 

Mr. White: You mean, you don’t think he needs the operation ? 

Mr. Soong: Not that, but he has over-stayed his vacation already. 

Dr. Kung: Vacation! A 

Mr. Soong: Excuse me, sir. 

H. M. Jr: I will put it the other way: After this very hard time 
Doctor Kung has had, I think he should go to a good American hos- 
pital and have his operation. It will be a good investment for the 
Chinese Government. After seven years of all he has done for the 
Chinese Government he is entitled to go to a hospital for a month. 

Dr. Kung. I was sick when they started this war. 

H. M. Jr: You ought to go to the hospital and have your operation. 
It will be a good investment for the Chinese Government. After all, 
seven long years! 

Dr. Chi: I think Doctor Kung will be able to h 
mind in the hospital if we settle this today. 

Mr. White: Will the Minister have his answer before he goes to 
the hospital? 


ave real peace of 
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H.M. Jr: As far asI am concerned, he will 

Dr. Kung: This is really a question of rate. If you have that 
standard, then — ; 

H. M. Jr: Let me ask you a question because this thing can either 
be settled very quickly or may have to go on fora longer time. You 
were talking here a little while ago about a rate of 60, while the under- 
lying intimation of the rate we are talking about was one hundred. 
Then you said maybe we could get together. Were you implying that 
we should split the difference ? 

Dr. Kung: All right, Mr. Secretary, as you say, I am for eooper:a- 
tion during the war, but you must remember this is a common war; 
you want to uphold China’s hand to fight the Japanese. If our line 
is snapped, then you will realize what that means, not only to China, 
but to the common effort to the future peace and winning the war. I 
am perfectly willing to have you say anything you care to say. I 
will try my best to prevent my Government from accepting anything 
which is unreasonable. 

H. M. Jr: And that is what figure, the difference between sixty and 
a hundred? Eighty? 

Dr. Kung: All right. 

H. M. Jr: I havewt said all right. 

E Mr. White: You are talking, Mr. Secretary, about the rate before 
une. 

H. M. Jr: I was trying to find out what the Minister had in mind 
when he said that we may be able to get together. I just wondered if 
he meant what I thought he meant. 

Mr. White: Well, all the discussion has been about up to June 30, 
because the situation has changed. 

Dr. Kung: But you must remember, now, Doctor White, that some 
of this money was spent long before January. 

H. M. Jr: You mean this period covers up to the end of June. 

Mr. White: Up to the end of June. 

H. M. Jr: That is right. Doctor Kung, will you excuse us for a 
couple of minutes, and we will go into Mrs. Klotz’ room? 

Dr. Kung: All right. 

pee Secretary and Treasury grdup return to the Secretary’s 
office. 

H. M. Jr: Doctor Kung, we are going to try this afternoon or 
tomorrow to get the Army to be more specific. I will press them for 
an answer in order not to hold you up. 

I feel we have made real progress this morning and I would like 
you to go away feeling we have made progress. 

Dr. Kung: Thank you, Mr. Secretary. 

H. M. Jr: I will not hold you up one minute longer than is neces- 
sary. 

me Kung: Well, I am giving away something which we have held 
over for the last ten months; and after all, when I see you. I could 
get weak. I don’t know how I am going to face my Government. 
They may put me in jail for what I have promised. } 

H. M. Jr: Well, I E seu ston back there. They will 

urecommend. They always have. 
OT know the history a whe negotiations. I know Doctor 
Kung had great difficulty in convincing the Government to agree 
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that he would make an offer of sixty. The Government offered thirty. 

H. M. Jr: Dr. Kung has the advantage of not only being a Finance 
Minister, but also holding other top oflicial posts. 

Dr. Kung: You must remember that while I am the Deputy Pre- 
mier, the Premier is the Generalissimo. Then he has an executive 
committee, or Kuomintang, and then he has the Supreme Defense 
Council. The people's political council wanted to examine everything 
concerning the budget. They think we are spending too much money, 
and we are giving away too much money. 

H. M. Jr: Well, I am going to put the Army under great pressure, 
but, having gotten this thing this morning, 1 can't make a settlement, 
much as I would like to. 

Dr. Chi: The only thing, Mr. Secretary, is that even if you get 
the concrete figures from the Army, unless they can be prepared this 
afternoon, you won't be able to settle it anyway, because it would take 
a long time to check their accounts on both sides, so the best thing is 
to settle the rate now. 

Mr. White: Mr. Chi, we are not talking about two hundred million, 
but whether there are a few big items. 

H. M. Jr: I have been talking dollars right straight along, and 
I am going to continue to talk dollars. I will also try to get the Army 
to give me firm figures up to June 30. 

Dr. Kung: That computation will simplify your work. 

H. M. Jr: Doctor Kung, I still haven't changed. I am still going 
to talk a fixed sum in U.S. dollars, but I have the rate in mind just 
as you have. J still have to pay you in U.S. dollars. I am not going 
to pay you in yuan. I take it you want U.S. dollars. e 

Dr. Kung: All right, anything you say, Mr. Secretary, I am will- 
ing to comply with. And I appreciate your effort, and that of the 
gentlemen with you. It is unfortunate that there is a misunderstand- 
ing and it is unfortunate about the accounts. h 

H. M. Jr: Well, there are two things 1 always think you could 
get along without, one is lawyers, and the other is accountants. If 
you just leave it to farmers and bankers! 

Dr. Kung: I think we all had better go back to farming. 


(Eprror’s Nore.—The Diary includes two almost identical copies 
of the above meeting. Only the one that appeared to be the most 
complete is printed here. The other copy is available in the sub- 
committee’s files.) 


(Book 780, p. 110) 
Ocrozer 6, 1944. 
Secretary Morgenthau. 
Mr. White. ] i 
Subject: Negotiations with China. 

1. The most recent figures submitted by our Army for expenditures 
in China up to June 30 total 13.9 billion yuan. Our Army states that 
this 13.9 billion yuan includes 3 billion yuan for taxes overhead, etc. 
which should not have been charged to us according. to agreements 
reached between the Chinese Government and the Army. The Chinese 
will almost certainly not agree to the lower figure, and it will be almost 
impossible to reach an agreement on which of the two sums should be 
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accepted if, as the Chinese insist, we were to agree on a conversion rate. 

It is therefore recommended that you offer Dr. Kung $150 million 
in liquidation of all our past obligations up to June 30 with no refer- 
ence to any conversion rate. If he wishes to derive a conversion rate 
for his own purposes, he can dress it up in whichever way is most 
convenient for him. But that‘is not our business. (For purposes of 
comparison a table is appended showing the approximate rate of con- 
version for the higher and lower sums according as we made a lump 
sum settlement of $125 million or $150 million.) 

2. Our Army expenditures for the three months July to September, 
1944 total 7.9 billion yuan. At Bretton Woods you offered Dr. Kung 
US$20 million per month for these three months, which would work 
aut at a rate of about 130. However, unless he brings up this subject, 
it would be desirable to stick to the overall settlement for the period 
ending June 30. 

SA/efs 10/6/44 
(File Copy) 


(Book 780, pp. 218-220) 
[Incoming telegram] 


DEPARTMENT OF STATE 
DIVISION OF COMMUNICATIONS AND RECORDS 


Cuunexine via Navy 

Dated October 6, 1944, 

Rec’d 5:20 p.m., 8th. i 

(AMT-508. This telegram must be paraphrased before being com- 
municated to anyone other than a Government Agency.) 


SECRETARY OF STATE, 
Washington. 
1657, October 6, 10 a.m. 

For Secretary of the Treasury from Friedman. 

(One) Available evidence indicates general price level Chungking 
during September remained stable although individual commodities 
such as coal rose. Price indices not available for September. For 
August Farmers Bank general retail price indices for Chungking, 
Chengtu, Kunming. Lanchow and Kweilin were 36,100 41,466, 65,061, 
15,300 and 45,202, respectively. 

(Two) During most of September Chungking money market firm. 
Principal causes seem.to have been (A) policy of further restriction 
of loans by government banks, to be continued during October; (B) 
large gold sales; (C) demand for finds to meet obligations settled 
at Autumn festival; (D) banks losing substantial assets in military 
disasters in southeast China; (E) payment of taxes; August (F) in- 

crease in outward remittances, particularly during first part of month. 
Commercial interest rate rose from 6 to 8% per month during first 
half of month and sve during last week. Now about 8%. Pichi 
r month. 
Bee al Bank gold sales in September totalled 150,326 
ounces as compared with 51,416 in August and 125,462 in July. Sep- 
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tember 16-30 sold 91,893 ounces as compared with 58,434 in first half 
of month. From September 21 through 27 able to sell for immediate 
delivery 32,935 ounces. As of October 3, expect immediate arrival of 
80,000 ounces against which already sold about 40,000 ounces. Kwok 
says no other gold held by Government; urges further shipments. 
Says more gold could be sold if smaller bars and tokens were offered 
for sale. Receipt from gold sales now major item of revenue totalling 
about CN dollars 2,631 million in September. 

(Four) Open market price for gold rising again as Central Bank 
only able to offer gold for future delivery; October 2 about CN dollars 
21,000-21,500 per ounce (selling) in Chungking and 24,000 in Kun- 
ming. 

(Five) During second. half September market for U.S. notes thin; 
rate varied between 225 and 240; in Kunming rate about 225-230; 
U.S. dollar savings certificates sell from 150 to 140. 

(Six) United Clearing Board sold about U.S. dollars 1,190,000 in 
September of which about dollars 167,000 spot (tentative figures). 
Spot rate was 170; average rate about 140. No more forward con- 
tracts accepted; all December sales will be spot. Still informing 
public exchange not available; using backlog. Decided to reduce 
minimum to U.S. dollars 2,000 from U.S. dollars 10,000; set tentative 
quotas for Chengtu, Chungking, Kunming at 15%, 50%, 35% re- 
spectively. Have been informed by New York of Treasury’s issuing 
license making it possible for U.S. firms here to sell U.S. dollar checks 
to Chinese firms; fear such firms may sell large quantities of such 
checks thus competing with them. 

(Seven) Joint Acceptance House opened in Chungking on October 
2; formed by banks of China and Communications, Farmers Bank, 
Central Trust, Postal Savings, together with commercial banks and 
native exchange shops, (72 in all). Kung is chairman and Kwok 
acting chairman. Will confine activities to so-called first class paper: 
do not expect to do much business. 

(Eight) In Shanghai during September CNC at 5 CNC to 1 CRB; 
now 4 CNC to 1 CRB; gold now at CRB 180,000 per ounce. In 
August gold sold in occupied Shansi for FRB 7,000 per ounce; now 
CNC 60,000 per ounce. Reparts received that in August Bank of 
Japan extended yen 400 million loan to Nanking regime. 

Gauss. 
JT LMS 


(Book 780, pp. 298-299) 
{Incoming telegram] 
DEPARTMENT OF STATE 
DIVISION OF COMMUNICATIONS AND RECORDS 


CHUNGEING VIA Navy 

Dated October 9, 1944. 

Rec'd 10:19 a.m. 

DMH-543 (This telegram must be paraphrased before being com- 
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municated to anyone other than a Government agency.) 
Secret. 
SECRETARY OF STATE, 
Washington. 
1665, October 9, 3 p.m. 


For Secretary of Treasury from Friedman. 


(One) Informed O. K. Yui of contents of your September 2, A-193. 
He requested formal statement from Treasury indicating effect of 
blanket licenses on outstanding general licenses governing remittances 
to China et cetera. Indicated to him that probably general licenses 
not affected and that both procedures were now available; promised 
to obtain formal Treasury statement as desired. Yui said this neces- 
sary as he would receive many inquiries from Chinese on this matter. 
seemed concerned with effects on enforcement of owner change regu- 

ations. 

(Iwo) Yui also raised possibility of Central Government issuing 
regulation ordering all Chinese to register and surrender their foreign 
exchange holdings. Says this suggestion made by People’s Political 
Council as one way to finance program of improving conditions of 
soldiers. He said he wished to have informal reaction of Treasury to 
possible request from Chinese Government that Treasury take steps 
to help enforce such measure and suggested government might issue 
such regulation even if Treasury not willing to assist in enforcement. 
I panes out some difficulties and complexities involved in Treasury 
taking such steps and said that Treasury might not (repeat not) 
wish to give informa] opinion on such matter but I would refer it to 
Treasury. 


Gauss. 
JT 


(Book 781, pp. 288-289) 
[Incoming Telegram] 


DEPARTMENT OF STATE 
DIVISION OF COMMUNICATIONS AND RECORDS 


Confidential.—F or security reasons the text of this message must be 
closely guarded. 


(MF-217: 
This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency.) 


Secret. 

CHUNGKING VIA Navy 

Dated October 12, 1944 

Rec’d 9: 20 a.m., 11th. 

SECRETARY OF STATE, 

Washington. 

1669, October 12, 8 a.m. 
For Secretary of Treasury from Friedman. A 
(One) Increases in note circulation in August and September 
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were CN dollars 8,584 million and 12,535 million, respectively. 

(Two) Cash disbursements by Central Government including ad- 
vances to United States Army finance officers and expenditures by 
Chinese Government agencies for our account amounted to about CN 
dollars 14 billion per month in July, August and September. Does 
not include disbursements in kind. 

(Three) For October United States Army here drew CN 2 billion 
of no—rate CN from Central Government; 1 billion allotted to SOS 
in Kunming; 100 million to Chengtu; remainder to be kept in Chung- 
king. Expenses of military mission in Yenan being finances with 
no—rate CN ; S! 00000 made in July. 

(Four) For October United States Army here requested Chinese 
Government agencies to spend CN dollars 686 million for our account, 
of which all but CN dollars 50 million on airfield construction and 
maintenance; 439 million in Kunming area, 177 million in Chengtu 
area, 70 million in Kweilin area. Large portion of Kunming area 
expenditures said to be for new construction. United States Army 
aaye Chinese agencies have balance of CN dollars 106 million on 
and. 


GAUSS. 
JT. 


1 Apparent omission. Verification requested. 


(Book 781 p. 290) 


Confidential —For security reasons the text of this message must be 
closely guarded. 
CORRECTION 
(MB-217: OCTOBER 12, 1944. 
This telegram must be paraphrased before being communicated to 
anyone other than a Government agency.) 

In cable from Chungking, numbered 1669, October 12, 8 a.m. on 
page 1, line 17, delete “S(*) 00000” insert “still using allotment of 
100,000” so as to read “rate CN; still using allotment of 100,000 made 
in July.” 

4 DrvisioN or COMMUNICATIONS AND RECORDS. 
JMB 


(Book 782, p. 20) 
OCTOBER 13, 1944. 
Your ExceELLENCY : This is to acknowledge your letter of October 9, 
1944 with respect to Dr. Kung's request to have US$20 million worth 
of gold transferred. In accordance with this request, US$20,050,763.98 
has been transferred from the credit in the name of the Government of 
the Republic of China with the U.S. Treasury, and 571,428.554 fine 
troy ounces of gold, valued at $19,999,999.38 have been earmarked to 
“The Central Bank of China as fiscal agent of the Government of the 


Republic of China” gold account with the Federal Reserve Bank of 
New York. 
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The following table summarizes the cost of the gold purchased : 
Cost of 571,428.554 fine ounces of gold at $35 per ounce__.--__- $19, 999, 999. 38 
50, 000. 00 


3⁄4 percent handling charge______----------------------------- 
Labor, transportation and insurance cost---------------------~ 764. 60 


AO A $20, 050, 763. 98 
Sincerely yours, 

(Signed) H. MorGaNTHAT, JT., 

Secretary of the Treasury. 

His ExcELLENCY, 

THE AMBASSADOR OF THE REPUBLIC OF CHINA, 

Washington, D.C. 

SA :ko 10-13-44 


(Book 782, pp. 103-118) 


TreasurRY DEPARTMENT Division or MONETARY RESEARCH 


OCTOBER 16, 1944. 


To: Secretary Morgenthau. 
From: Mr. White. 
Subject : Reports of the American Military Mission to Yenan. 

The actual texts of reports of the American Military Mission to 
Yenan are not available to us. However, the War and State Depart- 
ments allowed Mr. Adler to read these reports and make copious notes 
on them. The attached memoranda are based on these notes. 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: October 12, 1944 

To: Mr. White. 

From: Mr. Adler. 

pet: Highlights of American Military Mission reports from 
enan. 

1. The general impression made on the Mission was extremely 
favorable, particularly by contrast with Chungking. The typical 
comment of American Army men was “a different country, a different 
people” and that Yenan was “the most modern place in China”. 
There was no show and formality, no subservience to leaders, no 
bodyguard, no gendarmes and no claptrap. While living is simple, 
there are no beggars and no signs of desperate poverty. Morale is 
very high, and the Mission reacted most favorably to the fact that 
the Communists never explicitly asked for any kind of assistance—a 
marked contrast with usual Chinese official behavior. 

2. The following are the conclusions of Chungking G-2 on the first 
reports from Yenan: Pe 

The head of Army Intelligence in Chungking in transmitting the 
reports of Colonel Barrett's mission states that the following concla- 


sions are justified : e 
a) For 7 years the Communists have engaged a large proportion 


of the Japanese forces in China. 
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(b) For 7 years the Communists have successfully defended large 
areas in North China against determined and well organized large 
scale Japanese attacks. 

(c) Since 1941 they have supplied themselves entirely by arms and 
munitions either captured from the Japanese or puppet troops or 
produced by their own unaided efforts. 

(d) They have effected improvements in the conditions of the 
people*in large parts of the areas under their control. The popula- 
tion of the areas under their control is not less than 50 million. (The 
New York Herald Tribune correspondent gave the figure of 86 
million.) 

3. The Communists have successfully resisted the Japanese for 7 
years.—(a) This resistance, conducted with no active support from 
Chungking for a period of from 4 to 6 years and of active hostility 
from Chungking in the form of a tight economic blockade and inter- 
mittent military attacks and sniping for at least 4 years, necessarily 
takes the form primarily of guerrilla activities although there have 
also been many larger scale operations, particularly 'against puppet 
troops. Such resistance is based on an intimate alliance if not fusion 
on the political, economic, military and social level between the 
Communist troops and the people. 

(b) The Communists have at least 240,000 first line troops and 
130,000 second line troops who are comparatively well-trained, plus 
almost 2 million militia who have undergone some form of guerrilla 
training, but they are very short on equipment and munitions. There 
is barely one rifle per two men even for the first and second line 
troops, and men with rifles rarely have more than 30 cartridges. 
Most of the weapons in the possession of the Communists were 
captured from the Japanese or puppets. i e 

(c) The Commumist armies’ strong points are their intimate ties 
with the people, their high mobility and the centralization of their 
command. Their weak points are their lack of equipment, particu- 
larly munitions, communications equipment and medicines, lack of 
specialized troops, and lack of uniformity. The center of activity of 
the largest army is in North China. The New 4th Army operates 
in Central China and there aré a few thousand Communist guerrillas 
as far South as Kwangtung and Hainan. 

(d) The extent of Communist military activity is best indicated 
by the fact that 21 Japanese divisions are engaged against them and 
by the following figures for the last year on which data are available. 
The 8th Group and New 4th Armies (i.e. the 470,000 first and second 
line troops) had 28,000 engagements in which 200,000 Japanese and 
puppets were killed [of which about a third were Japs—our Mission 
believes the number of Japs killed is somewhat exaggerated] and 
73,000 taken prisoner, and in which 85,000 rifles and 1,000 machine 
guns were captured. Communist losses were 19,000 dead and 27,000 
wounded. The technical operations of the Communists consist of 
minor engagements, the main purpose of which is also to prevent small 
Japanese forces from looting food, larger engagements with puppet 
troops and attacks on isolated forts and garrisons held by the 
Japanese, defensive operations on a still broader scale chiefly to pro- 
tect key corten of food supply, and offensive ERE C 
purpose of expanding guerrilla areas into firmly held base areas. 
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4. The Communists are anxious to cooperate with us militarily in 
whatever way they can.—They are not only ready to supply us with 
intelligence on enemy occupied areas and to extend facilities for air 
rescue work, for weather reporting, and interrogation of Japanese 
prisoners, but also to coordinate their military effort with an Allied 
offensive by cutting the Japanese North-South Railroads and by un- 
dertaking to expel the Japanese from Manchuria if sufficiently strong. 
They would prefer to take orders from an Allied High Command 
in China rather than from the Kuomintang, which they say is bank- 
rupt and not interested in fighting the Japanese. They were asked 
for a statement of their military needs but were informed that no com- 
mitments could be made by us; at the same time they went out of their 

way to avoid asking us specifically for any assistance. The Commu- 
nists appear to believe that large land operations in North China 
and Manchuria will be necessary for the final defeat of Japan. 

While there is nothing specific on this point in the reports of our 
Mission or the comments of Headquarters in Chungking, it would ap- 
pear that our Mission is well disposed to the idea of cooperating with 
the Communists even to the extent of flying in a minimum of essen- 
tial supplies such as munitions, bazookas, and medicine. (I under- 
stand that our Army in China has asked the Generalissimo for his 
agreement to our sending such supplies to Yenan but that his agree- 
ment was not forthcoming.) 

5. The Communist political program is moderate in the sphere both 
of domestic and foreign policy. According to the political expert of 
the American Military Mission the Chinese Communist party “has 
a healthy moderate maturity” and “it is strong and successful and has 
such drive behind it and has tied itself so closely to the people that 
it will not easily be killed”. “Their interests do not run counter to 
those of the United States in the foreseeable future and merit a sym- 
pathetic and friendly attitude on our part.” 

Their domestic goal is what they call New Democracy, which in- 
cludes defeating the Japanese, the institution and extension of inter- 
nal democracy, and raising the standard of living by solving the 
agrarian problem and encouraging the growth of progressive capi- 
talism in China. Mao Tse-tung indicated the Communists supported 
proper treatment of capital both Chinese and foreign after the war 
and as much free trade as possible. Concessions have been made to 
landlords in Communists areas; one of the objectives of Communist 
policy in this sphere was to reduce profits from the investments of 

capital in land in such a way as to encourage landlords to invest sur- 
plus capital in industrial projects. a 

With respect to racial minorities within China the Communists 
favor giving them a considerable degree of autonomy within a United 
States of China. They wish to apply such a policy to the Mongols of 

Outer and Inner Mongolia, the Tibetans and Chinese Mohammedans 

he Northwest. A 

S the sphere of foreign policy, the Communists favor China’s ad- 
herence to the foreign policies already agreed upon by the United 
Nations in such documents as the Atlantic, Charter and the O 
and Teheran Declarations. They believe it is unrealistic to tal 2 the 

Itimate fate of Hong Kong as long as the Japanese are In Cuna, 
ee a 1 ace, they say that Japanese internal affairs must 
Iai respect to E face et aed le, although militarism and feudalism 
be solved by the Japanese people, allhongh 
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should be wiped out in the period immediately following on Japanese 
defeat. Democracy, they add, cannot be instituted in Japan as long 
as feudalism survives. They feel that the colonial countries of the 
Far East should have self rule. They deny having received any ma- 
terial support from the Russians. There would appear to be some di- 
vision of opinion among them as to whether the Russians would come 
into the Far Eastern War or not. 

6. Kuomintang—Communist relations.—The Communists are pessi- 
mistic about the seriousness of Kuomintang intentions to bring about 
a settlement of outstanding Kuomintang—Communist issues. They 
claim that the Kuomintang is stalling and is putting on a show of ne- 
gotiating for the benefit of public opinion both at home and abroad. 
The Kuomintang objective is to liquidate the Communists in a sum- 
mary fashion immediately after the end of the war. [In this connec- 
tion it is interesting to note that Mao Tse-tung, the leader of the Chi- 
nese Communist Party, raised the possibility of the opening of an 
American consulate in Yenan, stating that the danger of the Kuomin- 
tang attack on the Communists would be greatest at the end of the 
war and implying that the presence of an American Government of- 
ficial in Yenan would prevent such a clash. Mr. Gauss, our Ambas- 
sador in Chungking, feels that the National Government would never 
agree to our opening a consulate in Yenan.] One Communist leader 
went so far as to say that if a turn for the better did not occur before 
the end of the year the situation might become hopeless. They recog- 
nize that American press criticism has played a constructive role in 
preventing the situation from becoming worse. Chou En-lai asserted 
that American Government officials’ conversations with high Chinese 
officials had been and could be even more effective in this respect. 
He mentioned Wallace’s visit and alluded to Kung’s presence in Amer- 
ica, with reference to which he specifically stated that Kung was more 
pliable and amenable than T. V. Soong. Communist leaders do not 
expect Chungking to collapse before the end of the war. The Com- 
munists attitude toward the Kuomintang appears on the whole to be 
fairly conciliatory. Mao said that if attacked they would retreat, 
but when the point to which they could retreat no farther was reached 
they would fight, adding thet if civil war broke out it would be 
protracted. 

While the Communists attitude toward the Kuomintang is con- 
ciliatory, it is also firm. They realize that they are growing stronger 
and that the Kuomintang is growing weaker. At the same time they 
certainly do not want to provoke hostilities and would like to avert 
them if at all possible on terms which would not make them prisoners 
of the Generalissimo. 

It is interesting to note that the Communist military leaders were 
sharper and more bitter in*their criticisms of the Kuomintang than 
were the Communists civilian leaders. However, it is the latter who 
have the last word. - While the former were very cynical in their 
comments on the Generalissimo and his immediate entourage (Chou 
En-lai referred to Shang Chen, the head of the Chinese Military 
Mission to the United States, as “empty headed”; he also poured 
ridicule on w Kuomintang plans to de-mobilize, asking when it had 
ever mobilized.) The latter go out of their way to recognize the Na- 
tional Government and'the Generalissimo as the head of the National 
Government. Mao stated that what t} a ere ak ta 

hey wanted was recognition O 
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the Border Area governments as lower organs of the National 
Government. 

7. The economic situation in Communist China is much better than 
in Kuomintang China.—An effective program for increasing produc- 
tion is being enforced and economic self-sufficiency has been attained 
with a consequent raising of living standards., Labor, including 
soldiers, students, and members of the Government and Party bu- 
reaucracy, is efficiently mobilized for agricultural and industrial pro- 
duction. The cultivation of cotton and the production of certain 
essentials such as soap and matches have been instituted for the first 
time in many areas. 

The number of cooperatives, including productive and distributive 
cooperatives, has increased phenomenally. Private productive enter- 
prise is encouraged by liberal Government credits. Owing to their 
measures for increasing production and their effective controls, infla- 
tion has not had serious effects on either the functions of economy or 
on the living standards of the people. In fact, living standards have 
risen in areas which were previously among some of the poorest and 
most backward in China. Diet and health have improved, with wheat 
replacing millet as the staple. 


Treasury DEPARTMENT ÍnTER-Orrice COMMUNICATION 


OCTOBER 12, 1944. 
To Mr. White. 
From Mr. Adler. 
ppaiect Summary of Reports of American Military Mission to 
enan. 

(Colonel Barrett is the author of the military reports and Mr. 
Service of the political reports. I know them both well. Colonel 
Barrett has spent many years in China and was Military Attache 
until 1942. He is a sound and level-headed man. Mr. Service, who 
was born in China, has the well-earned reputation of being the best 
informed American on internal Chinese politics; he is a member of 
the Foreign Service and is now attached as a political adviser to 
General Stilwell’s staff. Both speak end read Chinese with fluency 
and facility.) 

A. MILITARY REPORTS 


I. Conclusions.—The head of G-2 in Chungking in transmitting 
the reports of Colonel Barrett’s Mission states that the following 
p. ene 
conclusions are justified : ; i 
(a) For 7 years the Communists have engaged a large proportion 
of the Japanese forces in China. 
(b) For 7 years the Communists have successfully defended large 
areas in North China against determined and well organized large- 
apanese attacks. ' 

E TE 1941 they have supplied themselves entirely by arms and 
munitions either captured from the Japanese or puppet troops or 
roduced by their own unaided efforts. | an i 
D 1) They have effected improvements in the conditions of the people 

: A parts of the areas under their control. | ae 
me h first military report was enthusiastic over the cooperation 

p e friendliness extended to the American Military Mission 
an sin 
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by the Yenan military and civilian officials. The Communists had 
been informed by General Ho Ying-chin that the purpose of the 
American Military Mission was to obtain intelligence on enemy oc- 
cupied areas and to make arrangements for air rescue work and were 
surprised to find that the objectives of the Mission were much broader 
and included making arrangements for weather reporting, obtaining 
reports on Communists military activities against the Japanese, the 
possibility of utilizing air bases in Communist areas, interrogation of 
Japanese prisoners, etc. Colonel Barrett added that he also wished 
to obtain information on Communist military needs, but made it 
clearly understood that he was in no position to make any commit- 

ment as to the possibility of meeting those needs. The Military Mis- 

sion was entertained by the Yenan Government at an official dinner 

after which there was music and dancing. Members of the Mission 

were asked to sing American songs which were greeted with tumul- 

tuous applause. 

Mao Tse-tung asked Mr. Service about the possibility of opening 
an American Consulate at Yenan, pointing out that the danger of a 
Kuomintang attack on the Communists would be greatest when the 
war ended, and implied that the presence of an American Consul in 
Yenan would prevent a clash. Ambassador Gauss feels that the Na- 
tional Government would never permit a Consulate to be opened at 
Yenan and would not even agree to the temporary detailing of an 
Embassy officer at Yenan. However, Mr. Service expects to stay there 
for several months and will be replaced by another Embassy officer. 

The Mission was impressed by the initiative and planning ability 
of the Communists, who are apparently doing everything to cooperate 
with it. They encountered no suspicion or procrastination, such as is 
too often the case in Chungking. 

III. Report of Yeh Chien-ying. Chief of Staff of the 18th Route 
Army.—[This report contains information disclosed to the American 
Military Mission but not to the Kuomintang. | 

Most of the weapons in the possession of the Communists were cap- 
tured from the Japanese or from puppets. Much of the captured ma- 
terial cannot be used. The Communists have no regular arsenals and 
are short on munitions. There are 4 Base Areas in North China, in 
addition to the Yenan Border Area. in which the 18th Route or 8th 
Group Army operates: the Shansi-Hopei-Chahar, the Shantung, the 
Shansi-Hopei-Honan and the Hopei-Shantune-Honan areas. In 
addition, the New 4th Army which was officially liquidated by the 
Central Government in 1941 but which has actually survived, operates 
from North Kiangsu right through central China as far South as 
Kianssi. There are also small numbers of guerrillas in Kwangtung 
and Hainan Island. The 8th Group and New 4th Armies consist of 
field armies and local forces. 


A—__E_ E AE TES MERO CANE 
8th group ; New 4th Total 


Men Rifles Men Rifles Men Rifles 


pieldiarmics Tm 220,000 | 136 
' „000 | 121,000 211, 000 
Local pat e 100,000 | 50.000 | 31000 | 18000 | 131:000 | 60.000 
GUE) esorooscocaro cercos A sans Por a ae 
~--} 320,000 | 181,000 | 152,000 93,000 | 472,000 | 277,000 


aaa lllllllllaŘŘĖĖĖ— 
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It will be noted that there is barely one rifle per two men. Each 
man with a rifle is supposed to have 50 cartridges but often has only 
30. Men are instructed not to shoot at a range of more than 200 yards 
except 1f they are particularly good shots, when they are allowed a 
range of up to 400 yards. ' 

General Yeh pointed out that the main weaknesses of.the Com- 
munists armies were that they had no special troops, that they were 
short even on light munitions and that the training of the officers 
needed improvement, lack of machine guns and light artillery, and 
lack of uniformity. On the other hand he claimed that its great 
strength was its high mobility and the high centralization of the 

command. Since 1938 when the National Government gave them 120 
light machine guns and 6 anti-tank guns they had received nothing 
from Chungking. Some small arms were made by hand. He went 
out of his way to emphasize that he was not asking the American 
Military Mission for anything. 

IV. Further Military reports from Yenan—(a) It is the opinion 
of the American Military Mission that the greatest need of the Chinese 
Communist armies is munitions, portable weapons such as the bazooka, 
for example, communications equipment, and medicines. Such ma- 
terials would have to be flown in by air, and would have to consist 
solely of essential supplies. The Communists claim that they could 
win the whole of Shansi with a little additional equipment and air 
support. While our Mission believes that this claim is over-optimistic, 
it agrees that the Communist could recapture substantial and sig- 
nificant areas under such circumstances. 

(b) In addition to the members of the 8th Group and New 4th 
Armies, the Communists have 1,850,000 militia—i.e. presumably guer- 
rillas. Morale is high. The Japanese are deeply hated owing to their 
savage conduct, and discipline is well maintained. Desertion to the 
enemy is rare and puppet support extremely good. The health of the 
troops was not particularly good. 

: 9 The tactical operations of the Communists can be classified as 
ollows: 

(i) Minor engagements in which the purpose is often to prevent 
small Japanese forces from looting thefood supplies of the peasantry. 

(ii) Larger engagements with puppet troops and attacks on isolated 
forts and garrisons held by the Japanese. 

(ii) Defensive operations on a still larger scale in which again 
the protection of key centers of food supplies is an important ob- 


jective. 


(iv) Offensive operations with the purpose of expanding guerrilla 
areas into base areas, chiefly against puppets. me 
he 


(d) The Communists are engaging 21 Japanese divisions. T 
18th Group Army in one year had 23 thousand engagements in which 
65 thousand Japanese and 80 thousand puppets were killed, 300 Japa- 
nese and 59 thousand puppet prisoners were taken, and weapons 
captured totalled 51 thousand rifles and 626 machine guns. Their 
losses were 11 thousand killed and 18 thousand wounded. In the 
same year the New 4th Army had over 5 thousand engagements in 
which 53 thousand Japanese and puppets were killed and 14 thousand 
taken prisoner, and in which 34 thousand rifles and 376 machine guns 
oe, captured. Their losses were 8 thousand dead and 9 thousand 


MORGENTHAU DIARY 18311 


wounded. The high proportion of Communist Army dead to wounded 
is due to the fact that it is very difficult to rescue men or to cure them 
if rescued. It is felt by our Military Mission that the above figures 
are somewhat exaggerated with respect to Japanese casualties. 

V. Random points from the military reports.—(a) The Japanese 
have used gas against the Communists who suffered quite heavy cas- 
ualties at one stage owing to the lack of anti-gas equipment. 

_(b) Even machine gun companies often do not have more than 4 
light and 2 heavy machine guns. 

_ (c) Central government forces, i.e. guerrillas, behind the Japanese 
lines total 20 to 30 thousand and play a very small part in fighting the 
Japanese. In fact, their main role appears to be to keep the Com- 
munists out and to wait until the end of the war and be in a position 
to occupy the big cities around which they are congregating before the 
Communists occupy them. 

(d) The Communists claim that they have documentary proof of 
the fact that Central Government agents often give the Japanese 
information with respect to location, etc. of the Communist troops. 


B. POLITICAL REPORTS 


I. First report after six days in Yenan.—People going to Yenan 
have heard such favorable reports from foreigners who have passed 
through or foreign correspondents that they are very much on guard 
against being swept off their feet or being taken in. Nevertheless, dis- 
counting the above, the reaction of all members of the American Mili- 
tary Mission was extremely favorable. This reaction was confirmed 
by the foreign correspondents then visiting Yenan. 

The typical comment of American Army men was “a different coun- 
try, a different people.” There was no show and formality, no sub- 
servience to leaders, no bodyguards, no gendarmes and no claptrap, 
all of which are all too prevalent in Chungking. There were no beg- 
gars and no signs of desperate poverty. Living is simple and foreign- 
ers are entertained unostentatiously. The women are self-assured and 
unselfconscious, presumably as a result of the improvement in their 
social status. The general morale was extremely high. Almost every- 
body takes an interest in politics, even coolies reading the newspapers. 

The atmosphere in Yenan is that of a small town sectarian college 
or of a religious summer conference. Another comment by Army 
men was that it was “the most modern place in China”. Mr. Service’s 
conclusion was that “the Chinese Communist Party has a healthy mod- 
erate maturity” and that “it is strong and successful and has such 
drive behind it and has tied itself so closely with the people that it 
will not easily be killed”. 

II. Mr. Service’s conversation with Chow En-lai (Chou is the 
number two man in the Chinese Communist Party. He is well known 
in Chungking foreign circles, where he was the Communist rep- 
resentative until the summer of 1943. It is generally believed that he 
would be Minister of Foreign Affairs in any Government in which the 
Communists are strongly represented.) 

According to Chou the Kuomintang will not make reasonable con- 
cessions to the Communists. A compromise is most improbable, and 
the Kuomintang has entered the tall i We E Tan 
propaganda purposes and in ord alks with the Communists for 

order to create an impression on for- 
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eigners, particularly Americans. The Generalissimo and the Kuo- 
mintang no longer have concrete policies, are drifting and are await- 
ing favorable developments. The Kuomintang hopes at the end of 
the war to liquidate the Communists in summary fashion. The Com- 
munists neither welcome nor fear Kuomintang plans for attacking 
them. In the summer of 1943, the Kuomintang was hesitating be- 
tween two alternatives, the first being to attack and the second to delay 
the attack until a more favorable opportunity. They were all set for 
attack when the Communists found out the Kuomintang plans, and the 
Kuomintang accordingly switched to the second alternative. 

There is a steady decline in Kuomintang China, but there will be 
no sudden collapse. The Japanese do not plan to capture Chungking 
because Kuomintang China is dying a slow death, and if Chungking 
were attacked the Kuomintang would be driven toward unity with 
the Communists. 

The Generalissimo is surrounded by second-raters such as the 
“empty headed” Shang Chen, the head of the Chinese military mission 
tothe United States. These people dare not tell him the truth and are 
only interested in maintaining their own position. Chou poured 
scorn on the Kuomintang plans to demobilize, asking when, if ever, 
they had mobilized. He also ridiculed Kung’s plea to have cotton 
cloth flown into China saying that cargo space should be used only for 
bombs, munitions, gasoline, etc. and that the production of cotton had 
fallen off in China purely as a result of Kuomintang inept food and 
price control policy. 

He admitted that American interest in Chinese affairs had been 
extremely helpful. Outspoken press criticism had been of some use, 
but frank talks by high American officials with high Chinese officials 
were even more important. He cited Wallace’s and Nelson’s and 
Hurley’s trips to China and added that talks on the right lines with 
Kung now that he is in the United States would also be most helpful. 
In this respect he thought that Kung was more amenable and pliable 
than T. V. Soong. Chou thought there was a tendency to under- 
estimate the importance of the Chinese land theater as a result of the 
remarkable advances of the American Navy in the Central Pacific. 
He said it would still be necessary to-rout Japanese troops in North 
China and Manchuria. He seemed to feel that the Soviet Union 
would come into the Far Eastern war but would not commit himself. 

III. Kuomintang-Communist Relations —The Communist military 
leaders were much more outspoken and more bitter in their criticisms 
of the Kuomintang than were the political civilian leaders who, of 
course, have the last word. It is understood that some of the military 

leaders had been rebuked for the sharp way in which they had ex- 
pressed their criticisms to Americans. The political civilian leaders 
are obviously adopting an attitude of self-limitation with respect to 
the Kuomintang. : P 

There are two possible explanations of the moderate program 
adopted by the Chinese Communists, not only in their relations with 
the Kuomintang but also in their political, social, and economic 


Pre Theoretically the Chinese Communists are Marxists and be- 
lieve that China is not yet ready for socialism, that she HEA go 
Raph a stage of capitalist development before socialism will even 
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be theoretically attainable. They also believe that socialism can be 
achieved in China by peaceful means as a result of a long and orderly 
democratic process. 

(b) This practical explanation runs in terms of expediency and 
might even be called Machiavellian. According to this explanation 
the Communists know that they are growing stronger while the Kuo- 
mintang is growing weaker, and that as this process continues they 
have everything to gain and nothing to lose by a policy of conciliation 
and moderation, as things are moving in their direction anyhow. 
Moreover, the policy of moderation wins them foreign sympathy. It 
is thus the easiest and most convenient way of obtaining power. 
While according to the theoretical explanation they do not desire 
power for themselves alone for a long time to come, according to the 
practical explanation they do and the policy of moderation is the best 
means of obtaining it. 

Mr. Service definitely favors the theoretical explanation, but 
Mr. Drumright of the American Embassy in Chungking favors the 
second explanation. It should be noted that Mr. Drumright was 
formerly strongly pro-Kuomintang. While his predilection for the 
Kuomintang has weakened somewhat, his antipathy to the Commu- 
nists has not. This would appear to be the reason for the difference 
of opinion within American diplomatic circles in China. Mr. Serv- 
ice’s conclusion with respect to the Chinese Communists is “their in- 
terests do not run counter to those of the United States in the foresee- 
able future and merit a sympathetic and friendly attitude on our 

ari”. 

4 IV. Economic Conditions in Communist China—(This report, 
while perfunctory, does bring out the most striking features of the 
economic situation in Communist China.) 

There has been a definite economic improvement in the last two 
years due in the first place to the Communist production campaign 
and to a succession of excellent crops. In the Yenan Border Area 
there has been an improvement in diet, wheat having been substi- 
tuted for millet and cotton is being grown for the first time. Ban- 
ditry has been eliminated. i 

There has been a systematica campaign to mobilize every available 
hand for production and to eliminate loafing. Members of the Army 
must work either on the fields or in producing cloth or both. Stu- 
dents have to work two hours a day in addition to their studies. 
Government and Communist party officials also work on the cultiva- 
tion of crops and vegetables and manufacturing cloth. The system of 
labor heros has been introduced to stimulate production. The black- 
smiths in Yenan work day and night. Private productive enterprise 
is encouraged with liberal credits from the government and premiums 
are given to merchants engaged in the risky business of moving goods 
through the blockade. ,The number of C.I.C. units has increased 
from 30 to 343 in three years. (The number of C.I.C. units has fallen 
steadily during the same period in Kuomintang China.) The total 
number of co-ops is 800 and include both producer and distributor 
co-ops. 

Health has improved and there has been a reduction in mortality 
particularly from typhus epidemics. Taxes in kind are down to 12% 
and lower than elsewhere in China. As a result of original research 
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in the locality, matches and soap are being produced for the first 
time from indigenous materials and are quite satisfactory and ade- 
quate in quality, which is unfortunately not the case in Kuomintang 
China. Paper is also being produced from a local grass. 

The official exchange rate was recently reduced from Border Area 
$10 to Border Area $8 to CN$1. The black market rate for Border 
Area dollars is actually higher, being $6 to 1 but Mao Tse-tung ex- 
plained to Mr. Service they did not want to lower the official rate too 
rapidly, as many peasants holding CN$ would suffer. The inflation 
does not seem to have had an important effect on the lives of the ordi- 
nary people. Economic conditions in general are booming, the main 
difficulty being lack of technical personnel. 

V. Interviews—off the record—between foreign journalists and 
prominent Communist leaders.—(a) Mao Tse-tung. The Chinese 
Communist goal at present is not socialism but New Democracy in 
accordance with the Three Peoples’ Principles. They wish to defeat 
Japan, to institute democracy and to solve the agrarian policy. Capi- 
talism of a progressive character can develop in China. While they 
are controlling rents they have made rent concessions to the land- 
lords; their objective in this sphere was not only to pro*ect the tenant 
but also to reduce the profits from investment of capital in land in 
such a way as to encourage landlords to invest surplus capital in 

industrial projects. They Soka in the proper treatment of capital 
both Chinese and foreign after the war and as much free trade as 
possible. There will be three forms of industrialization in China— 
S:ate, large scale private, and handicraft. They hope that their gov- 
ernments will become lower government organs of the National 
Government, but they claim equality of party status with the Kuomin- 
tang. Village governments should be elected by the people and 
higher governments by direct or indirect election. 

Their foreign policy was in line with the Atlantic Charter and the 
Moscow and Teheran Declarations. The Comintern had no place in 
the Far East. They had received no material support from Russia. 
If strong enough, they will undertake to expel the Japanese from 
Manchuria. After the war there should be a demobilization of the 
Kuomintang and Communist armies ia the proportion of 6 Kuomin- 
tang soldiers to 1 Communist soldier. 

Outer Mongolia is a part of China but should be recognized as a 
national entity, and there should be a Mongolian Federation within 
a United States of China and similarly with the Tibetans and the 
Chinese Mohammedans of the Northwest who constitute distinct na- 
tional groups. 

Japanese internal affairs must be solved by the Japanese people 
though militarism and feudalism should be wiped out. It is unreal- 
istic to talk of the institution of democracy in Japan as long as 
feudalism survives. Colonial countries in the Far East should have 

self-rule. 

There is no likelihood of a breakdown of the National Government 
before the war ends. The Communists will retreat if attacked by the 
Kuomintang but when the point is reached when they can retreat no 
further they will fight. The Generalissimo does not want Allied 
Mediation between the Communist and Kuomintang or an Allied 

High Command for China. Civil war would be protracted. What 


China needs is internal peace. 
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(b) Chu Teh (the leader of the 8th Group Army)— 

The Chinese Communists are willing to cooperate with the United 
States and would coordinate their military effort with an Allied offen- 
sive by cutting the Japanese North-South railroads. They had al- 
ready rescued eight American airmen who had made forced landings. 
If permitted they could penetrate Kiangsi, Fukien, Hunan, Chekiang, 
and Kwangsi. They need ammunition as well as light arms, radio 
materials, medicines and technical personnel. The Kuomintang is not 
much interested in fighting the Japanese. Two Kuomintang gen- 
erals had gone over to the Japanese under orders from Chungking 
for the purpose of fighting the Communists and sent their families to 
Chungking as guarantee of good behavior. The Kuomintang had 
hundreds of thousands of spies who in the occupied areas often co- 
operated with the Japanese. The Communists would accept an Allied 
Command in China, as the Kuomintang is bankrupt and is pursuing 
the inconsistent dual policy of fighting the Japanese and the Com- 
munists at the same time. While he was not specific, Chu did not 
believe the Russians would enter the war in the Far East as they 
were exhausted from the war in Europe. 

(c) Lin Piao. During the last two or three years the quality of 
the Japanese troops in North China has perceptibly deteriorated. 


(Book 787, pp. 273-277) 
Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: October 28, 1944 

To: Secretary Morgenthau. 
I think you will be interested in reading the bottom of page 3 and 

page 4 of Mr. Friedman’s letter. 


H. D.W. 
Mr. White 
Branch 2058—Room 214% 
» (Copy) 
Secret 
OCTOBER 7, 1944. 


My Dear Mr. Wuite: I must begin by apologizing in advance for 
my typing as this is my first effort. It has taken me quite some time 
to get up enough courage to try to learn how to type. I have always 
bragged about how quickly I could learn if I tried and therefore have 
been most unwilling to try. 

I presume that by the time this reaches you you will have had a 
chance to consider the Chinese suggestion that the Treasury might 
be requested to take steps to help enforce a Chinese decree ordering 
all Chinese to surrender their foreign exchange holdings. The osten- 
sible reason for considering such a move is that the People’s Political 
Council suggested it as a means of financing increased allotments to 
soldiers. Actually the criticism in the PPC of allowing private hold- 
ings of foreign exchange is more likely a reflection of resentment 
against the war profiteers who are given opportunities to convert their 
ill-gotten gains into U.S. dollars at very favorable rates, since even 
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the rate on missionary drafts is very low as compared with increase in 
profits and prices in recent years. It was probably also a manoeuvre 
on the part of some to embarrass those Government officials who are 
thought to have large holdings of foreign exchange. Moreover, it 
may he further complicated by the possibility that O, K. Yui, the 
acting Minister of Finance, wishes to demonstrate that he stands in 
well with*the U.S. Treasury. It is being rumored here that Yui is 
being seriously considered by the Generalissimo as the successor to 
Kung and Yui does have very good political connections. He also 
has the advantage of having made a good impression on the PPC. In 
recent talks with me he has taken the line that he wishes to tell all to 
the Secretary of the Treasury as compared with his earlier attitude 
of being reluctant to say or tell anything of real significance. He may, 
of course, be acting under instructions from Kung, but I have no 
way of knowing. 

I presume that we would be reluctant at this critical stage in China’s 
political history to give the present Government, without any quid 
pro quo, the additional strength and prestige which might result from 
our active support to their commandeering the foreign exchange re- 
sources of private Chinese. 

The atmosphere in Chungking these days is full of rumors of co- 
alition Government, of which the rumors about Yui are merely a part. 
One rumor has it that Hsu Kan, the present Minister of Food who 
coolly informed the PPC that no good people entered his Ministry, is 
also being considered as a possible successor to Kung. It is also 
rumored that the Minister of Education, Chen Li-fu, and the Minister 
of War, General Ho, are slated to be replaced, the latter by General 
Chen Cheng, who is now in command of the war area centering in 
Sian. General Chen is one of the most highly regarded of the Cen- 
tral Government generals, if not the most highly regarded of them 
all. He is said to be a bitter enemy of General Ho. 

At the same time, there are stories to the effect that the Generalis- 
simo in an address to party members last Monday denounced all talk 
of coalition government on the grounds that a coalition with the Com- 
munists was impossible. It is reported that Sun Fo has been urging 
the Generalissimo to accede to st inclusion in the govern- 
ment on the grounds that the Kuomintang now would have the su- 
perior position, but that this relative position was undergoing change 
as ‘i Communists continued to gain prestige and the Kuomintang 
to lose it. 

In connection with this highly complicated political situation, the 
activities of Congressman Judd were particularly interesting. He has 

been going around being more of an apologist for the Government 
than the Government spokesmen themselves dare to be these days. 
Last Thursday a dinner was given for him by the Chinese-American 
Cultural Institute, to which I was invited. Among the Chinese pres- 
ent were Chen Li-fu, General Ho, Sun Fo, P. H. Chang, official 
Government spokesman, and General P. S. Wang, Jap expert to the 
Generalissimo. It started dull, but by the time Judd had finished 
speaking, there was an air of astonishment and delight. There were 
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only four foreigners, including myself, present. After the dinner, 
Mac Fisher and myself (Fisher is head of OWI out here) decided it 
would be a good idea to make notes on what Judd said. We only put 
down what we both agreed was said and therefore it represents a 
minimum. Iam enclosing copy of the notes as we made them with- 
out any editing. In reading them, it is of interest that Judd had just 
returned from an interview with the Generalissimo and that he had 
previously told Fisher that he had seen a lengthy memo telling how 
the wave of criticism of the Chinese Government had originated with 
the U.S. Army in China. If the Generalissimo already has decided 

that all major political decisions here must await the outcome of the 

elections in November, this sort of speech would have convinced him 

and his advisers of the wisdom of such move. No one was present 

from the Embassy (the Ambassador was invited, but had a previous 

engagement) so J reported it to the Ambassador who seemed quite 

disturbed. I believe he passed it on to State. 

At this dinner I sat next to General P. S. Wang, one of the Gen- 
eralissimo’s principal advisers on Jap affairs who has a mixed repu- 
tation for accuracy and sagacity. [A handwritten note, keyed to the 
foregoing sentence, and initialed “S.A.” reads: He is a member of a 
fascist clique and favors a soft peace for Japan.] He told me the 
following ‘interesting story, asking that it be kept secret and saying 
that he had transmitted it to the U.S. Army headquarters the previous 
evening. The Japanese have decided to risk their fleet in defense of 
the Philippines. Admiral Nomura, a submarine expert, has gone 
to Formosa to get ready for the attack in which the Japanese hope 
their subs will play a large part. This attack may only be a matter of 
a few days off. If the Japanese lose this naval battle, they will 
realize that the war is lost and it will result in a new political crisis 
in Japan even if the war against Germany is going on. The Japanese 
army will not be able to continue resistance on the Pacific Islands or 
in China after this naval defeat and they fully realize this. The 
United States should do all possible to apply direct pressure on the 
Japanese Homeland; all other areas are of comparatively minor im- 
portance in achieving quick victory. Japan may be defeated in this 
way before Germany. I don} know to what extent or degree this 
story can b2 believed in view of the uncertain reliability of the source, 
but it is interesting that this is not the regular government line on 
Japan. The Government’s position seems to be that China is vital to 
the defeat of Japan and that more and more of the American effort 
should be directed to alleviating the situation here. On October 6, 
the Ta Kung Pao formally called for the opening of a “second front” 
in China by U.S. and Great Britain. I presume this is the opening 
gun in a full scale campaign. F 

I am enclosing a letter for Sol which contains some things you may 
find of interest. Please give my best regards to the Division 

Your sincerely j 
y : ‘ Irvine (signed). 
PS. Do ven think ths typing would qualify mo for tho post of Nis 
al - Tm afraid I know the answer. 


48-878 O— 65—vol. 2—30 
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(Book 792, pp. 13-16) 


Confidential 
Received November 5, 1944. 


WuL tHe Communists Take Over Cuna? 


The Chinese Communists are so strong between the Great Wall and 
the Yangtze that they can now look forward to the postwar control 
of at least North China. They may also continue to hold not only 
those parts of the Yangtze valley which they now dominate but also 
new areas in Central and South China. The Communists have fallen 
heir to these new areas by a process, which has been operating for 
seven years, whereby Chiang Kai-shek loses his cities and principal 
lines of communication to the Japanese and the Atado to the 
Communists. 

The Communists have survived ten years of civil war and seven 
years of Japanese offensives. They have survived not only more 
sustained enemy pressure than the Chinese Central Government forces 
have been subjected to, but also a severe blockade imposed by Chiang. 

They have survived and they have grown. Communist growth 
since 1937 has been almost geometric in progression. From control 
of some 100,000 square kilometers with a population of one million 
and a half they have expanded to about 850,000 square kilometers 
with a population of approximately 90 million, and they will con- 
tinue to grow. 

The reason for this phenomenal vitality and strength is simple and 
fundamental. It is mass support, mass participation. The Com- 
munist governments and armies are the first governments and armies 
in modern Chinese history to have positive and widespread popular 
support. They have this support because the governments and armies 
are genuinely of the people. 

Only if he is able to enlist foreign intervention on a scale equal 
to the Japanese invasion of China will Chiang probably be able to 
crush the Communists. But foreign intervention on such a scale 
would seem to be unlikely. Relying upon his dispirited shambling 
legions, his decadent corrupt bureaucracy, his sterile political moral- 
isms and such nervous foreign support as he can muster, the Gen- 
eralissimo may nevertheless plunge China into civil war. He cannot 
succeed, however, where the Japanese in more than seven years of 
determined striving have failed. The Communists are already too 
strong for him. 

Civil war would probably end in a mutually exhausted stalemate. 
China would be divided into at least two camps with Chiang reduced 
to the position of a regional warlord. The possibility should not be 
overlooked of the Communists—certainly if they receive foreign aid— 
emerging from a civil war swiftly and decisively victorious, in control 
of all China. ; . E 

Since 1937 the Communists have been trying to persuade Chiang 

to form a democratic coalition government in which they, would par- 
ici alissimo accept this compromise proposal 
ticipate. Should the Genera p comp P 

and a coalition government be formed with Chiang at the head, the 

aren: be expected to continue effective control over the 

CPE May hold. Tl ill also probably extend their 

arene which they now noid. Aney wi P y 
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political influence throughout the rest of the country—for they are 
the only group in China possessing a program with positive appeal 
to the people. 

If the Generalissimo neither precipitates a civil war nor reaches 
an understanding with the Communists, he is still confronted with 
defeat. Chiang’s feudal China can not long coexist alongside a 
modern dynamic popular government in North China, 

The Communists are in China to stay. And China’s destiny is not 
Chiang’s but theirs. 

Joun Davies. 

YENAN, November 7, 1944. 


Confidential 
How Rep Arse THE CHINESE COMMUNISTS? 


The Chinese Communists are backsliders. They still acclaim the 
infallibility of Marxian dogma and call themselves Communists. But 
they have become indulgent of human frailty and confess that China’s 
Communist salvation can be attained only through prolonged evolu- 
tionary rather than immediate revolutionary conversion. Like that 
other eminent backslider, Ramsay MacDonald, they have come to 
accept the inevitability of gradualness. 

Yenan is no Marxist New Jerusalem. The saints and prophets of 
Chinese communism, living in the austere comfort of caves scooped out 
of loess cliffs, lust after the strange gods of class comprise and party 
coalition, rather shame-facedly worship the Golden Calf of foreign 
investments and yearn to be Sida respectable by wordly 
standards. a 

All of this is more than scheming Communist opportunism. What- 
ever the orthodox Communist theory may be about reversion from ex- 
pedient compromise to pristine revolutionary ardor, the Chinese Com- 
munist leaders are realistic enough to recognize that they have now 
deviated so far to the right that they will return to the revolution 
only if driven to it by overwhelming pressure from domestic and 
foreign forces of reaction. > 

There are several reasons for the moderation of the Communists: 

(1) They are Chinese.” Being Chinese, they are, for all of their 
early excesses, temperamentally inclined to compromise and harmony 
in human relationships. 

(2) They are realists. They recognize that the Chinese masses is 
90% peasantry; that the peasan*ry is semi-feudal—culturally, eco- 
nomically and politically in the middle ages; that not until China has 
developed through several generations will it be ready for commun- 
ism; that the immediate program must therefore be elementary 
agrarian reform and the introduction of political democracy. 

(3) They are nationalists. In more than seven years of bitter fight- 
ing against a foreign enemy the primary emotional and intellec*ual 
emphasis has shifted from internal social revolution to nationalism. 

4) They have begun to come into power. And has been the experi- 
enco in vintually all success Tul Lo olutionary movements, accession to 

ower is bringing a sobering realization of + ofc ds p 
da move cautiously and moderately. f a Don onda deste 
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Chinese Communist moderation and willingness to make concessions 
must not be confused with softness or decay. The Communists are 


the toughest, best ee and disciplined group in China. They 


offer cooperation to Chiang out of strength, not out of weakness. 


Joun Davies. 
Yenan, November 7, 1944. 


Confidential 
THE CHINESE COMMUNISTS AND THE GREAT POWERS 


Confident in their own strength, the Communists no longer feel that 
their survival or extinction depends upon foreign aid or attack. 
Therein they differ from Chiang Kai-shek and his Central Govern- 
ment. The Communists recognize, of course, that the powers can 
accelerate or impede their expansion. It is largely on this basis that 
they view the Great Powers. 

The Soviet Union has traditionally been friendly to the Chinese 
Communists. But the Communists have never received much more 
than advice and money from the Russians. And since 1937 the Soviet 
Union has scrupulously withheld all aid from the Chinese Com- 
munis's. Russian material has gone to Chiang and been used exclu- 
sively by him—in part to blockade the Communists. 

Possible future Soviet assistance to the Communists is a subject on 
which Yenan leaders are uncommunicative. It seems obvious, how- 
ever, that they would welcome such aid for what it would mean in 
extirpating the Japanese and giving impetus to Communist expansion 
into Central and South China. 

With all of their strong nationalist spirit, the Chinese Communists 
do not seem to fear Moscow’s political dominance over them as a 
result of possible Russian entry into the Pacific War and invasion of 
Manchuria and North China. They maintain that the U.S.S.R. has 
no expansionist intentions toward China. To the contrary, they ex- 
pect Outer Mongolia to be absorbed within a Chinese federation. 
They do not see this or any other issue causing conflict between 
Russian and Chinese Communist foreign policy. 

Britain, the Chinese Communists believe, is determined to play its 
old imperalist game of dividing China into spheres of influence. They 
suspect an Anglo-American deal giving Britain a free hand west of 
the line Philippines-Formosa. And they fear a marriage of conven- 
ience between Chiang and the British whereby the Generalissimo 
would get British support in return for special concessions in South 
China. 

The United States is the greatest hope and the greatest fear of the 
Chinese Communists. They recognize that if they receive American 
aid, even if only on an equal basis with Chiang, they can quickly 
establish control over most if not all of China, perhaps without civil 


For most of Chiang’s troops and bureaucra‘s are opportunists 


war. 
who will desert the Generalissimo if the Communists appear to be 


stronger than the Central Government. À ; 

We are the greatest fear of the Communists because the more aid 
we give Chiang exclusively the greater the likelihood of his precipitat- 
ing civil war and the more protracted and costly will be the Com- 


munist unification of China. 
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So the Chinese Communists watch us with mixed feelings. If we 
continue to reject them and support an unreconstructed Chiang, they 
see us becoming their enemy. But they would prefer to be friends. 
Not only because of the help we can give them but also because they 
recognize that our strategic aims of a strong, independent and demo- 
cratic China can jibe with their nationalist objectives. 


Joan Davies. 
YENAN, November 7, 1944. 


(Book 792, p. 273) 


CABLE TO ÁMBASSADOR WINANT AND Mann From DEPARTMENT FEA 
AND WRB 

During the first and second half of November, the balance of War 
Refugee Board's 300,000 three-kilo food parcels will go forward con- 
signed to Intercross as authorized by the Berle-Foot Agreement. 

In view of the extreme urgency of extending additional aid to 
unassimilated persons in German-controlled concentration camps and 
the time-consuming aspects in this country of food procurement, 
packaging and shipping operations, the Department, FEA and WRB 
recommend the shipment from this country of an additional 300,000 
three-kilo food parcels during a three month period beginning De- 
cember 1944 for consignment to Intercross. This recommendation is 
endorsed by the Department, FEA and WRB and we jointly request 
that this matter be referred to the Relief Sub-Committee with a view 
to obtaining Blockade authorization to proceed with this program at 
the earliest possible date. 

This is WRB London cable No. 21. 

9:30 a.m. 
November 9, 1944 

Miss Chauncey (for the Sec’y) Abrahamson, Ackermann, Cohn, 
DuBois, Friedman, Hodel, Lesser, Mannon, McCormack, Files. 
FH:AA:PJM ar 11/8/44 


9 
(Book 793, pp. 83-85) 
Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Novemser 10, 1944. 


To: Secretary Morgenthau. 
From: Mr. White. ' 
Subject: Status of International Matters before the Treasury. 


1. Current negotiations with the British on Phase 2 
2. Bretton Woods proposals 
See attached memorandum. #2 [not printed] 
3. The German “book” 
We will have a first draft ready for your perusal Monday. It will 


be, of course, only the first of many drafts and neaken ih Wrens 
over and rewrite before it will be in good enough Per ae ee 
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to some outside writer. However, the sooner an outside writer is 
selected, the better. 


4. Military directive for Germany 

Your comments on British draft are probably now being discussed 
in London but we have heard no word about its status since your last 
talk with Mr. McCloy. If there were some way of getting Colonel 
Bernstein back for a conference with us, it would surely be helpful. 


5. Foreign Financial Policy Committee 

You remember that on October 5 you wrote the President that: 

“Mr. Hull's memorandum of September 26, which I am returning, 
seems to reflect a complete misunderstanding of what I propose, 
namely, the creation of a Foreign Financial Policy Committee. 

“T would like to suggest postponement of this important matter 
until after your re-election.” 

According to a State Department memorandum of October 6 (a 
copy of which is appended) the President agreed that the matter 
should be referred to the Executive Committee on Economic. Foreign 
Policy for consideration and recommendations. That Committee is 
now pushing for a consideration of their recommendation. Their 
recommendation is described on pages 2, 3 and 4 of the appended 
memorandum. 


“6. Italy 

An Italian economic mission has arrived in Washington and wants 
to contact the Treasury soon. They seek financial assistance. A 
letter from the Prime Minister of Italy to you has just been received 
and given to Mrs. Klotz. Reconstruction of Italy presents a very 
tough problem but one that may yield valuable and important eco- 
nomic consequences if handled properly, but, as you indicated some 
weeks ago, 1t probably should be first taken up with the President. 
We would like to discuss this with you. 


7. France 

The French situation is muddled, interesting and rather crucial. 
The Treasury interest can be either expanded or not, as you decide. 
The subject is worth a fifteen-minute conference at your convenience. 


8. China 

The situation in China is deteriorating both economically and 
politically. It is a question whether we ought to do anything now 
to in any way strengthen the Generalissimo's position. 

I think you would be interested in seeing Jack Service who has 
just returned from China and Yunan and who was the political 
adviser to General Stilwell. He is an able man and knows China and 
the current Chinese situation thoroughly. ; 

‘ With respect to the negotiations on adjustment of Army expendi- 
tures in China, the next move is Kung’s. 


9. Russia 
Is the time propitious for reopening the question of some large 


financial arrangement for Russia ? 
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(Book 793, pp. 142-156) 


TREASURY DEPARTMENT Division Or MONETARY RESEARCH 


November 10, 1944 
To: Secretary Morgenthau. 


I think you will be interested in reading this. 
H. D. W. 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


NovEMBER 10, 1944. 
To: Secretary Morgenthau. 
From: Mr. White. 


Subject: Mao Tse-tung on how to handle the Generalissimo. 


The following is an excerpt from a conversation of Mao Tse-tung 
with Mr. Service of the State Department in which Mao gives us ad- 
vice on how to handle the Generalissimo. 

“Chiang is stubborn. But fundamentally he is a gangster. That 
fact must be understood in order to deal with him. We have had to 
learn it by experience. The only way to handle him is to be hardboiled. 
You must not give way to his threats and bullying. Do not let him 
th'nk you are afraid : then he will press his advantage. The United 
States has handled Chiang very badly. They have let him get away 
with blackmail—for instance, talk of being unable to keep up resist- 
ance, of having to make peace, his tactics in getting the 500 million 
dollar loan, and now Kung’s mission to the U.S. and the plea for cloth. 
Cloth! Are we or are we not fighting the Japanese! Is cloth more im- 
portant than bullets? We had no cotton here in the Border region 
and the KMT blockade kept us from getting any from the parts of 
China that did have it. But we got busy and soon we are going to 
be self-sufficient. It would be 100 times easier for the KMT, and if 
they were a government that had an economic policy they would have 
done it themselves. 

“With Chiang you can be frigndly only on your own terms. He must 
give in to constant, strong and unified pressure. Never relax on your 
objectives: keep hammering at him. 

“The position of the United States now is entirely different from 
what it was just after Pearl Harbor. There is no longer any need or 
any reason to cultivate, baby or placate Chiang. The United States 
can tell Chiang what he should do—in the interest of the war. Ameri- 
can help to Chiang can be made conditional on his meeting American 
desires. Another way for American influence to be exerted is for 
Americans to talk American ideals. Every American official meeting 
any Chinese official, in China or in the United States, can talk democ- 
racy. Visits like Wallace's give good opportunities; there should be 
more X them. Kung’s presence in the United States should not be 
wasted”. 

Mr. Service has made a number of re ee 
available to Mr. Adler. They are Baird cee A ses 
interesting ones will be shortly submitted to you. 
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Date: November 10, 1944 
To: Secretary Morgenthau 

Appended are excerpts from letters of Michael Lindsay from 
Yenan, China—the area controlled by Chinese “Communists”—to his 
father A. D. Lindsay, the Master of Balliol College, Oxford. y 

I think you will find much of it interesting and probably worthwhile 
reading in view of the increasingly critical military and political issue 


in China. 
H.D. W. 


EzxTRracrs From a LETTER or MrcaarL Linpsay Frost Yenan To His 
Farmer, A. D. LINDSAY, THE Master or BALLIOL COLLEGE, OxForD 


(A) WRITER ESCAPES BEING CAPTURED BY THE JAPANESE 


Extract:—* * * There isa chance to get some stuff back to Chung- 
king so I have hastily written something for the Times which I en- 
close. If they won’t take it you might try other people. (I’ve done an 
actual article and a longer thing for backeround material). You 
should have got letters I gave to Bond in August last year which he 
should have sent from Chungking in February. Since August we 
have had quite a lot of adventures. I’ve written the details in a long 
family letter I’m sending to Dru to pass on. Briefly we just had a 
3 months Japanese offensive, the longest they have ever had in Chin- 
ChaChi. Asa very valuable technical expert they kept me as safe as 
possible and from the middle of September to the end of November 
we were quite safe only very bored with nothing to do. I started to 
write a work on “The Theory of Economic Organization” which un- 
fortunately got lost. Then during the last two weeks of the offensive 
we had a very hectic time and twice missed the Japs by only a few 
minutes, and lost most of our things. 

I had been getting more and more annoyed at the way in which no 

news about North China had been getting abroad, judging from for- 
eign broadcasts, and decided to come to.Yen An to try to get contracts 
going. My class in ChinChaChi was practically finished and all the 
wireless sets had been rebuilt and most of the components used up too, 
there was not so much more to do there and the other work in wire- 
less I wanted to do, like trying to make bulletins, etc., could not very 
conveniently be carried on there. The H.Q. people quite agreed with 
my ideas and when I had finished the class and the weather was 
slightly warmer we set off from here. We started on March 8th and 
got here on May 17th stopping for 3 weeks in N.W. Shansi to rebuild 
some of their apparatus and teach their technicians. The journey was 
quite safe though rather strenuous. We went with 400-500 troops 
from a military training school under an extremely competent com- 
mander who always got us off on time and carefully avoided the two 
places where we afterwards learnt the Japs had tried to ambush 
us * * bah oh) 


(B) REFERENCE TO THE VISIT OF FOREIGN CORRESPONDENTS TO YENAN 


orrespondents 


Extract:_—“* * * I’ve been busy helping the foreign e RET 


who got here about a month ago. If their stuff can ge 
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to have a big effect but so far they have not been able to get any 
replies to telegrams from Chungking so they are afraid all their stuff 
may be being cut out by the censor. Since starting this letter one of 
Forman's despatches came in on Reuters so apparently it is getting 
out alright. There will certainly be a big row when they get back 
if that is happening and even if it is getting through they will be able 
to give quite a headache to the Chungking diehards when they get 
Lack. For example Chungking declared there was no blockade but 
the newspaper people here gave them notices from the Sian post of- 
fice saying the censor had stopped copies of the paper addressed to 
high up Kuomintang people. There had been one saying that papers 
addressed to Chiang Kai-shek had been stopped but that was put to 
Chiang Kai-shek's secretariat when they wrote to complain about not 
getting the paper. Even the more open minded Kuomintang cor- 
respondents are quite impressed by things here. I can't quite make 
out why they ever let them come. My theory is that the KMT may 
really have wanted to believe their own propaganda and thought that 
things in the Communist area were really so bad that it would be a 
good thing for reporters to see them. The reporters say the stuff they 
were given at Sian was quite fantastic. Hu Tsung Wan's chief of 
staff declared the 8th Route Army had not fought at all for the last 
6 years (apparently Ho Ying Chin says the same) and that 1% of the 
land was planted with opium and lots more like that * * *.” 


(C) ORITICISM OF THE CHUNGKING GOVERNMENT—ALLEGED COOPERATION 
WITH THE JAPANESE AND ANTI-COMMUNIST ACTIVITIES 


Extract:—* * * * I gather from the correspondents and foreign 
papers reaching here that people are getting pretty fed up with the 
Chungking Government but I don’t think they really know all their 
villanies. I’ve put some in the stuff for the Times’ but I’m afraid 
they wouldn’t publish it if I put everything in. It seems to me fairly 
clear that since 1939 the Chungking people have been more interested 
in fighting the Communists than in fighting Japan. The 8th R.A. has 
captured lots of documents showing that the Kuomintang armies had 
definite orders to attack the Cgmmunists and in some case to go over 
to the Japanese if that were the most convenient way to do it. In one 
case I could check this fairly directly, S. E. Shansi sent Students to 
my class and one of them had been a wireless operator in Chu Hwien 
Ping’s army until he was captured by the 8th Route in the beginning 
of 1940. He lived with the cypher staff and so saw all the telegrams. 
He told me that at the beginning of the war they really fought the 
Japs but later they were re-equipped and sent further North and that 
from then on the majority of instructions from the Military Affairs 
commission were for attacks against the 8th Route Army. They 
didn’t actually say in so many words “attack the 8th Route Army” but 
after Chu Haien Ping had reported some place as held by the 8:h 
Route Army telegrams would come telling them to attack and occupy 
that place. Also they discussed joint operations against the 8th Route 
Army with Shih Yu San who was later shot by Wei Li Huang for 
working with the Japs. (All the S. E. Shansi eople speak well of 
Wei Li Huang. He apparently really tried to ght the Japs but in 
1941 he was let down by Yen Hsi-San and Pene Pin Hsun so that the 
Japs outflanked him and he lost most of his troops.) 
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It really is a scandalous record, 67 full generals going over to the 

enemy since 1942 and 62% of the puppet troops being former Kuomin- 
tang troops. The Kuomintang people got very indignant in de- 
fending some of the people who went over and say that Pang Pin 
Hsun was captured avian being wounded. But I have seen a copy of 
the Peking Hsien Min Pao repeating a speech he made at a Japanese 
meeting and referring to him as a general in the puppet army so the 
distinction between being captured and deserting is not very great. 
Lu Cheng Tsao told me that when the BRA captured Pang Pin Hsun’s 
MP after his army had become puppets they found telegrams from 
Chungking telling him to go over to the Japs if that seemed the best 
way of fighting the Communists, and Yeh Chin Ying (the 8 R.A. chief 
of staff) say, that his troops are still in contact with Chungking. I 
can also check about Kuomintang puppet troops to some extent as in 
Chin Cha Chi I have heard people discussing the puppet army among 
themselves and saying that the only puppet troops who really fight 
for the Japanese are the former Kuomintang troops who have had a 
long anti-Communist training. The locally recruited puppets do as 
little fighting as possible and mostly try to get some agreement with 
the 8 R.A. 

There is also definite evidence of cooperation between local Kuomin- 

tang organizations and the Japanese. In S.E. Shansi and in Chin- 

Cha Chi during the offensive last autumn there-were several cases of 

members of the Kuomintang organization helping the Japanese as 

guides or betraying hiding places of food-stores etc. In some cases 
the younger people turned states evidence.and told how people had 
persuaded men to join the Kuomintang by saying that after the war 

‘the Central Army would come and kill all the Communists. Later 
they were given various spying jobs to do and eventually told to help 
the Japanese. Charlie Chao (who came with us on our trip in 1934) 
and who-is now in the Public Safety Department told me that they 
had got hold ofa report of a meeting of one hsien committee of the 
Kuomintang which had detailed decisions of the signals to be used 
in contacting the Japanese. I also heard of captured Japanese docu- 
ments with this method for trying to suppress the 8 R.A. organization 
whichrreferred to probable help from¿Kuomintang members in find- 
ing'out hidden stores or identifying people in the local government 
or Home Guard organization. 

I heard one other story which shows the cooperation between 
Chungking and the puppet troops. The American Air Force asked 
Ho Ying Chin for a map of the area behind the Jap lines showing 
guerrilla areas where it would be safe for an American airman to bail 
out and make an emergency landing. When the map was produced 
one man who knew something about China thought it looked rather 
queer and took it to the 8 R.A. Chungking office. They at once saw 
that all the areas occupied by the 8 R.A. or New 4th Army had been 
marked as unsafe for Americans and nearly all the areas marked as 
safe were occupied by puppet troops. The Americans were rather 

annoyed and went back to Ho Ying Chin who quite calmly admitted 
that the areas he had marked as safe were occupied by puppet troops 
but said there were very few Japanese there and if Americans landed 


they would be sent back to Chungking all right. 
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No one here is at all surprised by the recent Chinese defeats in 
Honan and Hunan. All the reports they have had have been of 
scandalous conditions in the army and very bad relation between 
army and people. A fair number of deserters from the Kuomintang 
armies come to this area and they all report very bad treatment. The 
coats of the winter uniforms hardly come down to their waist and the 
trousers only ie below their knees, apparently because so much of 
the issue of cloth etc. had been stolen by the higher officers. Some 
deserters from Sinyuan had not been issued winter uniforms in 
November. Much of the food allowance also gets s‘olen before any- 
thing gets to the men. The Japs only had 70,000 to 80,000 men attack- 
ing in Honan but though Tang En Po had several hundred thousand 
they simply collapsed and ran away. Large numbers just deserted 
and went home. When Hu Tsung Nan sent reinforcements the staff 
work was so bad that they started fighting one lot of Tang En Po's 
men thinking they were Japanese. This battle ended with Hu Tung 
Nan’s troops running away. The Hunan troops are said to be a bit 
better in fighting but their relations with the people are very bad. 
I met one man whose family was in Hunan and their letters said that 
there was not very much to choose between the Kuomintang troops 
and the Japs. The Kuomintang troops didn’t kill people so much 
but for looting and raping they are just as bad. Quite apart from 
the army all I’ve heard about conditions in Chungking or other places 
like that, from Chinese and from foreign reporters, sounds extremel 
bad. On the one hand a small gang with lots of money from prot- 
iteering, speculation, or graft and on the other the mass of the people 
practically starving. Students or teachers and lower officials are 
a bad off. 

ere conditions are completely different. Our food was rather 

scarce in Pincha Ji because the Japs had destroyed such a lot in the 
offensive but even there the government was doing all it could to help. 
Here, north of the Yellow River where the Japs had never been, the 
people are, by Chinese standards, very prosperous although it used to 
_be one of the poorest areas in China. The government organized a big 
plan for increasing production, partly by organizing the people to 
cooperate in their work and partly by putting all the government 
and army personnel into part time productive work. Everyone either 
has some land or either does spinning or something like that. Chu Te 
runs quite a big vegetable garden. Some units of the army are not 
only self supporting but actually hand back supplies to the Govern- 
ment. (Of course there is not any fighting here as the Japs are on 
the other side of the Yellow River and the Kuomintang troops have 
never made a big attack). 

The latest reports of Communist Kuomintang negotiations are not 
very hopeful. I don’t see how you can hope for much from the present 
KMT lot. Ho Yin Chin and the other high up people are frantically 
anti-Communist and the gestapo people (Tai Li etc.) have a tremen- 
dous influence. Also so many of the high up people are so mixed up in 
various forms of crooked speculations and so on that they would al- 
most certainly find themselves in prison under an honest and demo- 
cratic government. The whole basis of the ruli i T 
: 5 ! ruling groups in the KM 
is the old Chinese Jandlord and the crooked official class on the one 
hand and the new “speculator with government connections” class on 
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the other and I don’t see how either can do anything but resist demo- 
cratic government as hard as possible as obviously the first step in any 
reform will be to deal with them or at least remove much of their 
power of income. Chiang Kai-shek has always been to some extent 
under the influence of the Chekiang financier group but for a long 
time he didn’t definitely commit himself and appeared to have some 
democratic tendencies. Now he seems to have come out definitely 
against democracy and to be starting typical dictators megalomania. 
I’m now reading “China’s Destiny” which they have not dared to 
translate into English. (Iheard they appointed a distinguished board 
of translators but the result in English was so obviously impossible 
that they stopped the whole thing). As far as I have got it is pure 
de Valera mentality. Everything wrong in China, comes, not from 
Cromwell, but from the unequal treaties with England and America. 
There is nothing about the Mo-Umetau agreement or the other very 
unequal treatment CKS himself made with Japan, except as instances 
of Jap aggression. The latter part, as far as I can tell from the re- 
view, is simply Chinese style fascism with praise of the old hierachal 
imperial structure of society and the collective responsibility Pao 
Chia system which the Japs use to secure the loyalty of the puppet 
government and troops and which is practically a systematization of 
the Nazi hostage system. The Japs comments on the book were that 
CKS was really in full agreement with the “spirit of greater East 
Asia” and it was great pity he could not cooperate in practice as well 
as theory. 

It seems to me that England and America are making a big mis- 
take in being so considerate to the present KMT government and not 
really putting pressure on them to reform. There is still a liberal 
KMT group though they are powerless at present because they don’t 
control the organization. If the KMT doesn’t reform it seems to me 
that there is a very big probability of China coming under exclusive 
Communist od would be a pity in many ways as I feel that 
the real weakness of the democratic system here is that there is not 
enough rea] discussion which comes from having no real opposition 
party. If the KMT does not reform enough to come to an agreement 
with the CP then the war will almos certainly end with the CP in 
control of at least everywhere N. of the New Yellow River, perhaps 
N. of the Yangtse. At present they have all the country outside the 
railways organized and are the only anti-Japanese forces in the area. 
They are rapidly smashing the puppet armies which the KMT prob- 
ably hopes will occupy N. China for them when the Japs collapse. 
When the Japs collapse the 8th Route and New 4th armies will almost 
certainly get a lot of abandoned equipment so they will be better off 
than now for supplies. I don’t see how the KMT could reconsider N. 

China. They would have a bigger army and better equipped but 
judging from the fighting there is no comparison at all in fighting 
effectiveness. Our troops can put up quite a good fight against equal 
numbers of Japs while most of the KMT armies collapse even when 
they outnumber the enemy 3 or 4 tol. Ina civil war the KMT pas 
would really have nothing to fight for while the 8 R.A. soldiers Pot 
really know what they were fighting for. The result would O 
be a period with the Communists in control in N. China and the J er 
in the South but if the relative efficiency of govermment contin 
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at the present level the relative strength of N. China could rapidly 
increase and in a few years the C.P. would be strong enough to or- 
ganize a revolution in the KMT area and send an army to support 
it. That seems to me the sort of way things may go if the present 
reactionary groups in Chungking are allowed to continue in power. 
The C.P. Leaders don’t want things to go that way and would make 
a lot of concessions to keep Chinese unity if only they could get their 
fundamental demands about democracy realized but they are ob- 
viously not going to give away their present position with large 
armies and a big area under their control 1f there is any risk of another 
anti-Communist terror period like 1927-37. * * * 


(D) EXCHANGE RATE AND UNITED AID TO CHINA 


Extract: —* * * * There is one minor scandal which you might try 
to clear up in England, that is the United Aid to China. The first 
point is the exchange rate. The funds are exchanged at CN$160 to the 
£ while the market rate is about CN$200 to the US$. The American 
organizations have arranged with the American Treasury to convert 
a large part of their money by selling Treasury drafts in the open 
market and only to convert part at the official rate so they get on the 
average between 100 and 150 CNC$ for US$1. If you compare this 
with the UAC method, the UAC are simply giving nearly half their 
money to the general sterling funds of the China government and not 
using it for relief at all. Secondly the money is simply handed over 
to Madame CKS with a British committee which can only make sug- 
gestions. As a result of the strongest suggestions the committee 
could make about £16,000 out of a to al of about £1,000,000 went to 
the China Defence League for Bethune hospital etc., but when the 
last grant of £10,000 was made they said it was uncertain when there 
would be any more. (The China Defence League had close connec- 
tions with Madame Sun Yat Sen and is interested in the 8th Route 
and New 4th Army areas.) Epstein, one of the reporters who is con- 
nected with the China Defence League and told me about all this, said 
he suspected that a good deal of the rest of the money found its way 
into the pockets of KMT officials. Judging from the general way 
things appear to work in Chungking this sounds not improbable 
though I can’t check it. 

Our areas have a population of 80,000.000 under Chinese control. 
(Paying taxes to the various governments,) and they are all (except 
nearly 2,000,000 around Yenan) actually in the fighting for at least a 
part of each year so they really have a much be‘ter claim to relief 
money than the Chungking people in whose areas the distress is most- 
ly due to their bad government. Again the 8 R.A. and New 4th 
troops are engaging about 60% of the Japs and over 90% of the pup- 
pets, and so should have a claim to a fair proportion of medical sup- 
plies. It seems to me that the money should be handed over with a 
stipulation that at least some definite proportion say 14 or ive, Shall 
be allotted to the Communist areas and with some TAE that 
supplies would not be stopped by the Sian people. (At present there 
are about 100 cases of medical supplies sent by the Chir “D f 
League which have been held for a long time by the apt Nan’s 
troops, and we cannot get stuff like typhoid vaccine which is actually 
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produced in Sian. The doctor says the medical people hate the KMT 
more than anyone else as they see their patients dying for lack of 
medicines while (which) they know they could have but for the 
blockade.) 

Tf it is felt that it would be too insulting to Madame CKS to start 
making conditions after first riving her a free hand then there should 
be a split in the UAC and people with prozressive sympathies should 
try to raise money to go direct to Madame Sun Yat Sen and the China 
Defence League. I felt like writing to the Oxford Times to say that 
I was glad my photographs had been used to help raise money for 
China but that if Madame CKS was allowed to-distribute the money 
none of it would be used anywhere near the areas where the photo- 


graphs were taken. * * * ” 
(E) NEED FOR RESPONSIBLE NEWSPAPER REPORTERS 


Extract :— * * * One other point is that the Times really ought 
to send MacDonald out again or perhaps get Ian Morrison to go to 
China. Forman would be a first class man for the Daily Express as 
he is very active and always trying to get sensational news but he 
isn’t really interested in anything but sensation and has no feelings 
at all about accuracy. Some years ago he stayed a few months in a 
place near the Tibetan border in Kansu and there published a book 
about his travels in Tibet full of fantastic adventures. I met the 
missionary family he stayed with and they said he never went more 
than 20 or 30 miles from Labrang. Some of the stuff he has sent off 
from here has had a lot of stupid inaccuracies, nothing very important 
but simply that he isn’t interested in getting his facts right or in get- 
ting enough background really to understand things. * * * ” 


(F) FOOD CONDITIONS IN YENAN 


Extract: “ * * * We are living in a cave about 15 feet deep by 9 
feet wide in what you might call the main hotel in Yen An. It is 
comfortable though our particular group of caves are very damp and 
we will move as soon as the Chinese correspondents have gone back 
to Chungking. They feed us very well. Probably much be‘ter food 
than you are getting. They make quite good bread and there are 
unlimited supplies of butter from Mongolia and eggs and all sorts of 
local vegetables and meat. 

We can get some sugar though not very much and Erica gets Y 
pint of milk per day. Except for bread and butter and some jam and 
cheese we have all Chinese food. All the area round here is very 


prosperous. * * *” 
(G) POST WAR DEVELOPMENTS IN JAPAN 


Extract :—“ * * * one good thing about Yen An is that there are 
quite a lot of English books, mostly Marxian stuff. Also we get some 
foreign magazines some up to the beginning of the year. “The New 
Statesman” “Spectator” “Time” “Newsweek” etc. The impression m 
many ways is rather depressing. There seems to be so little in the ee 
of constructive ideas. As regards Germany the purely negatl 


Vansittart school and other people with no ideas of how really to re- 


“Tae 
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educate the German; and as regards Japan people like Grew working 
to keep the emperor. The Jap leaders here are much more sensible. 
Oka says that “down with the Emperor” is a bad propaganda slogan 
at the present stage of development but he has no doubt about wanting 
to get rid of him. He says he hopes they can manage to get rid of the 
whole military feudal system by themselves and if they can’t manage 
it they would welcome allied armies of occupation to help them, but 


there is really no point in an American army going to Japan to pre- 
vent a revolution. * * *” 


2. THE OPPORTUNITY IN CHINA 


Copy of enclosed article dated 10.7.44 

On most fronts guerrilla activity is subsidiary to positional warfare 
but in China is has been guerrilla warfare which has occupied the larger 
part of the Japanese forces. In March 1944 no less than 22 divisions, 
64% of the Japanese forces in China, were engaged against Communist 
troops behind the regular front. Even after the start of the Honan 
offensive the proportion was still 47%. In addition to these Japanese 
forces nearly the whole of Wang Ching Wei’s puppet army of 780,000 
was engaged against the Communists. 

In this fighting behind the regular fronts there were few large bat- 
tles and the average enemy losses per engagement, in killed, wounded 
and prisoners, was under ten, but the total results have been quite im- 
pressive. The Communist forces claim that in the year to June 1944 
they killed or wounded 198,370 Japanese and puppets, took 73,288 
prisoners, and that 18,823 deserters came over. Of the killed and 
wounded about 45% were Japanese but all except a few hundred of 
the prisoners and deserters belonged to the punnet armies. i 

Over large areas there is typical guerrilla fighting with the Chinese 
forces operating in small groups but there are also large Chinese base 
areas where the Japanese only penetrate on occasional “mopping up” 
offensives. The Japanese have tried to combat these forces behind 
their regular front by attacks against the Chinese base areas, in some 
of which more than 50,000 troops have been employed, and by the 
building of an elaborate systefh of forts, motor roads, and blockade 
ditches. North of the Lunghai railway there were no less than 40,000 
forts and garrison points. 

During 1941 and 1942 the Japanese gained some ground but since 
1943 they have been losing. The population paying taxes to the 
Chinese governments rose from fifty million to eighty million, the 
Japanese lost or abandoned 13,000 forts, and in the first half of 1944 
the Chinese recaptured 24 hsien cities and retained control of eight 
of them. 

It is only the Communist forces which have been able to carry on 
this way behind the enemy lines even though they } i 

f g y have received no 
supplies from outside. In 1941 there were nearly a million central 
government troops operating behind the Japanese lines, many of 
whom received ammunition and equipment from the rear, but by now 
their number has been reduced to twenty or thirt 

: y thousand. Many 
of these forces were destroyed by Japanese offensives but a diserace- 
fully large proportion deserted to the Japanese and ests aoe heen 
incorporated in Wang Ching Wei’s puppet army of which more than 
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60% consists of former Kuomintang troops. Since 1942 67 generals 
of the Kuomintang armies have gone over to the Japanese. 

At present the main forces operating behind the Japanese regular 
front are the 8th Route Army with 320,000 men operating in an area 
extending from the Lunghai railway up to Southern Jehol and 
Liaoning in Manchuria. The New 4th Army with 153,676 men operat- 
ing south of the Lunghai railway in Kiangsu and parts of Anuhui. 
Hupeh, and Chekiang, and small forces operating near Hong Kong 
and on Hainan island. These regular troops are equipped with rifles, 
light machine guns, and Japanese pattern grenade throwers and have 
some heavy machine gun and trench mortar units and a very small 
number of captured Japanese guns. Supporting these regular forces 

is a Home Guard organization with 2,130,000 members. They have 
some rifles but their main weapons are hand grenades and land mines. 
Mine warfare has developed greatly in the last two years and now 
causes considerable losses to the Japanese and greatly slows up their 
movements. The limiting factor in the operations of these armies is 
shortage of ammunition. They have nothing but what is captured 
from the enemy or made in small local arsenals which often have to 
hide their equipment because of Japanese attacks. As a result only 
hand grenades aná the simpler types of land mines are available in 
anywhere near sufficient quantity. This shortage of ammunition en- 
forces tactics of only fighting at short range, preferably with hand 
grenades, and often makes it impossible to finish off a Japanese force 
which has been surrounded. The extent to which cartridges are 
economized can be judged from the fact that men in a special musketry 
training course were only issued three rounds per week. 

While the Chinese forces have kept occupied a large part of the 

Japanese army and have to a large extent prevented the Japanese 

from exploiting the agricultural resources of the occupied areas this 

shortage of ammunition has prevented them from causing any serious 
dislocation of Japanese railway communications or damage to indus- 
trial installations. However, nothing but a reasonable supply of 
small arms ammunition and some iba portable weapons capable of 
piercing the brick walls of Japanese forts are required to change the 
whole situation in North and Central China. A large part of the 
Japanese fort, motor road, and blockade ditch system would become 
untenable and the boundaries of the Chinese base areas would ap- 
proach in most places close to the railways. This in itself would be a 
serious loss to Japan as instead of getting some food and cotton from 
the occupied areas they might have to send in food for their armies 
and the workers in the rapidly expanding munitions industry in the 
North China cities. Furthermore with reasonable ammunition sup- 
plies and with bases near the railways the Chinese forces would be in 
a position to cause serious dislocation of Japanese communications and 
to make raids on important Japanese centers. | ; De 

This situation clearly offers a great opportunity in the Ten $ ar 

effort against Japan. The Japanese position in North and Jen ral 

: kened simply by the supply of ammuni 

China could be seriously weakened simply Dy a ROBO re- 
tion and light guns in amounts considerably smaller than 


= ne y ar f i t. ğ “ o 
quired for fighting on any regular peng done to exploit this oppor 


esent nothing whatever is 4 i xp. hia oppor- 
ian he last has never been investigated by military 
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servers and the allied intelligence is making no use of the organization 
with agents all over the occupied areas and wireless stations within 
less than 20 miles of the main occupied cities which could obviously 
give invaluable information to the American air force. 

The reason for this is the opposition of the Kuomintang which has 
for some years enforced a-strict blockade of the Communist areas. 
Negotiations are proceeding between the two parties but so far with 
little prospect of agreement. The point at issue is democratic govern- 
ment in China. The Communist Party considers that it is impossible 
to overcome China's military and economic difficulties without the 
introduction of democratic reforms. The statements of the leaders 
contrast the comparative success of their armies operating under ex- 
treme difficulties of supply but with full popular support and demo- 
cratic organization behind them, with the rapid collapse of the Kuo- 
mintang armies in Honan and their serious defeats in Hunan. They 
compare the work of social and economic reconstruction carried out by 
the democratic governments in their areas, in spite of continual 
Japanese attacks, with the economic and financial crisis in the areas 
under Chungking. 

Itis only after the introduction of democratic reforms in the Chung- 
king area that the problems of the Communist Party having its own 
armies and territories can be solved. The Communist leaders would go 
to considerable lengths to preserve Chinese unity and would exchange 
their present position for that of a legal party under an effectively 
functioning democratic constitution, but they can hardly be expected 
to place their party unarmed at the mercy of a government which 
includes most of the leaders of the anti-Communist terror from 1927 to 
1937 who still express their violent hatred of communism. The plans 
for an elected assembly after the war do nothing to solve the present 
crisis in China's military and economic situation, and, so long as 
the government retains a powerful secret police force and controls the 

ress and free speech, opposition parties cannot place much confidence 
in the results of an election. . 

The Communists have no confidence in the present Kuominta 
leaders. It is said that since 1939 thev have been at least as intereste 
in fighting the Communists as Mn fighting Japan, and a lot of evidence 
can be given to support this view. It is generally believed that the 
widespread desertion of Kuomintang forces to Wang Ching Wei is 
the result of a deliberate policy aimed at building up a force which 
can preserve North China for the Kuomintang after the collapse of 
Japan. 

i there is such a policy it is not likely to be successful as the puppet 
armies are suffering defeat after defeat and many of them have some 
understanding with the Communist forces. If there is no agreement 
between the two parties the present indicatiors are that the collapse 
of Japan will leave North China in the hands of the Communist forces, 
even if they continue to receive no supplies, and that it would be ex- 
tremely difficult for the Kuomintang to dislodge them. 

Under the circumstances it seems doubtful whether any action can 
be taken against the Ae in North and Central China with the 
cooperation or even with the consent of the C ok] 

The question then arises as to whether the Alf: nega meni 
on taking action. There is a strong case for believing that supplies 
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to North and Central China could produce a marked influence on 
the course of the war against Japan and if the allies continue to refuse 
even to investigate this opportunity, they will in effect be sacrific- 
ing British and American lives for the sake of Chinese internal 
politics * * *” 

3. CLAIMS BY THE 8TH ROUTE ARMY 


Extract from enclosed Background dated 9.7.44 


Extract :—‘* * * The 8th Route Army claims the following re- 
sults for the year to June 1944. Engagements 23,327, Japanese casual- 
ties 85,432, puppet casualties 79,831, Japanese prisoners 303, puppet 
prisoners 59,343, Japanese deserters 45, puppet deserters 6,948. Rifles 
captured, 50,677, machine guns captured 626, guns captured 105. 8th 
Route losses are given as 10,934 killed and 17,976 wounded. There 
are several interesting features of this compared with previous years; 
firstly the proportion of puppet casualties has been increasing. In 
1941/42 the puppets lost 33,526 killed and wounded 17,914 prisoners 
against 50,306 Japanese killed and wounded. This no doubt reflects 
the success of the struggle against the armies of Wu Hua Wen and 
others. Secondly the casualty ratio has steadily turned in favour of 
the 8th Route forces for the last three years, In 1941/42 the ratio 
was 1.31.1 while in 1943/44 it was 5.01.1. This is partly due to the 
increased proportion of fighting against puppet troops but even if 
Sth Route army casualties are compared with Japanese casualties 
alone the ratio changes from 1.79 in 1941/42 to 2.26 in 1943/44. 
Thirdly the number of engagements has greatly increased. In 1941/42 
it was only 12,221. The New 4th army does not give separate figures 
for Japanese and puppet and its figures for the year to June 1944 
are:—Engagements 5,318, Japanese and puppet casualties 53,107, 
Prisoners 13,642, Deserters 11,320, Rifles captured 33,976, Machine 
guns captured 376, Guns captured, 20, New 4th Army losses 9,015 
wounded and 8,058 killed. Here again the casualty ratio has im- 

proved from 1.39.1 to 3.2.1 between 1941/42 and 1943/44 * * *” 


(Book 794, pp. 186-189) 


NovemBer 14, 1944. 
3:15 p.m. 
CHINESE FINANCIAL NEGOTIATIONS 
Present: 
Dr. White 
Mrs. Klotz 
Dr. White: There was a good deal of talking around about many 
su! jects before we came to the subject that was on his mind. ie 
Ha apparently is eager to get some kind of settlement, and wha 
Satan i illion to settle up to June 30 and 
he is striving at now is to get 125 mi o a 
not take the period yapn aiii was the Per q pi ne ac 
i ough he did a wonderful Job, ne, e 
acne as it that way; he Tam if a not m e 
four-odd b'llion for the so-called Chengtu Airfields, whic 
hy i i i _ He claims it is not in there. —. 
te to loo kad then, pursuant to some eg ore 
tl picha eats by the Army at Bretton Woods, to charge that ag 
12 
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us as Lend Lease in Reverse, so you won't have to pay for it, but it 
will make the exchange rate much higher. 

H. M. Jr: That is right. Your man knows about that. 

Dr. White: Yes, he does. He was there. 

That troubled me, because I don’t understand how you can say that 
you paid this fourteen billion yuan and then have them come forward 
with the other and say, “You didn’t pay it, but we'll just put it on 
the books.” 

H. M. Jr: We did say that, that that will be against the ultimate 
day when the whole thing is settled. 

read SHEE You will be willing to have that charged as a future 
claim? 

H. M. Jr: What is your man’s name? 

Dr. White: Adler. He says that you made that. 

Now, I think the way Kung talked he would be delighted, because 
then he could go back and say he got almost sixty to one. And he 
will hope that sometime something will be collected on the other or it 
will ba charged against Lend Lease in Reverse. 

H. M. Jr: That really goes back to the Bretton Woods offer, toesn’t 
it? I can't remember it. We have a record of it and Adler has it. 

Dr. White: Adler says that it does, and he will apparently be de- 
lighted—though he may not show it at once—if that is the arrange- 
ment made. And he is not raising the question of the payments since 
June 30. 

Adler tells me that the expenditures now, as of today, are increasing, 
because they have to build new fields to replace those which the Japa- 
nese have taken. 

H. M. Jr: What I thought he would do—and if he hasn’t, he is 
not as smart as I thought he was—I’ll tell you what I thought he was 
going to do, and I was afraid of it and I realized afterward I left my- 
self open. We offered them the 125, as I remember, of which we had 
paid 25, so there is a hundred more. Then we said for the months 
of July, August, and September it would be 20 million each, which 
is 69, making 185 million. It came out 185. 

Then we added 15 more to be over the whole period, didn’t we? 

Dr. White: I never heard that. 

H. M. Jr: Oh, yes, you were here. The figure that we offered them, 
net, was 185. 

Dr. White: That is 125 and three months at 20. 

Mrs. Klotz: The sweetening was after that 125. 

H. M. Jr: The point that I was afraid of, whatever the sweetening 
was, I thought he would say, “We will apply that up to the firt of 
July,” and if he had been smart, that is what he would have said. 

Dr. White: I think that is what he has done. He has taken the 
extra 2/ million and applied it to the first part. 

H, M. Jr: Let me question Adler, if you don’t mind. I was afraid 
ne would take the sweetening and add it from March 1 to July 1 and 
get the sweetening there. 

Dr. White: He has some cock-and-bull story about being gypped 
out of a month’s pay. ' PA 

H. M. Jr: We went all through that! 

i pl checke ith Mr Adler’s office.) 

ler is out of the building, but T’ i i y 
ain til NAA 8, PU see him after four, if you'll 
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Now, don't let him go back; he has done that five times. We owe 
him, net, a hundred million. Then there was the sixty we added to 
that, making one hundred and sixty. te od, 

Dr. White: And you included the 25 million you paid him in the 
125 million offered. : ; 

H. M. Jr: My memory is pretty good—that we were offering him 
185 million, net, to October 1—from the first of March to October 1, 
net. 

Dr. White: That is right. That is the offer. 

H. M. Jr: So the sweetening must be 25 million. 

Dr. White: Of which they have 25 million. 

H. M. Jr: No, excuse me; 185 million, net, is what I offered them 
to October 1. 

Dr. White: That is what you pay over, in addition to 25 which 
he got. 

Mrs. Klotz: That makes it right, then. 

H. M. Jr: From March 1 until October 1. We have already paid 
them 25. 

Dr. White: That isn’t my recollection, but that will be in the rec- 
ord. My recollection is the 185 would include the 25 you gave them. 
You were going to give them a hundred million for March, April, 
May and June. Now, what did he get the 25 million for? 

H. M. Jr: Cumshaw. 

Dr. White: Not for February—then I thinkI am right. Where we 
aes I didn’t think it was new money; I thought it included the 25 
million. 

H. M. Jr: Check it and come back and see me, will you? 

Dr. White: Yes; I’d like to clear up something you mentioned to 
me about Mrs. Sundelson’s going to New York. I made inquiries. 
She made no speeches. 

H. M. Jr: No, I had it wrong. She was there at a meeting at which 
Miss Newcomer spoke. After Miss Newcomer spoke, she took part 
in the discussion. It was a League of Women Voters meeting where 
they said she was too aggressive. 

Dr. White: T’ll find out. She says she hasn't spoken to anybody, 
but two women. She used to be President of the New York State 
League of Women Voters. The only women she spoke to were a 
Mrs. Hemming and a Mrs. Straus. She spoke to each of them sepa- 
rately and alone. She thought they were both very friendly. She 
says that it is the only speaking she has done. 

H. M. Jr: It was at a meeting at which Miss Newcomer had spoken, 
and then she took part in a general discussion afterwards. 

Dr. White: I will see. 


(Book 794, pp. 190-191) 


Novemper 14, 1944. 
HM Jr: Hello. 3:17 p.m. 
Operator: Colonel McCarthy. Go ahead. 
HM Jr: Hello. 


Colone] McCarthy: Yes, Mr. Secretary. 


HM Jr: Colonel, I got your letter with the enclosed memorandum 
from General Marshall. 


MORGENTHAU DIARY 1337 


M: Yes, sir. 

HM Jr: Mr. Herbert Gaston, Assistant Secretary of the Treasury 
is working on this speech for me—— 

M: I see. 

HM Jr: ——and he may call you and ask you some questions and 
I just want to tell you it will be all right if he did call you. 

M: Grand, sir, I'll be glad to hear from him at any time. 

HM Jr: And we will do what you suggest when the thing is in 
draft form; we'll send it over to you. 

M: Thank you, sir. I hesitated to ask that, Mr. Secretary, but it 
means that—we've released some figures that our people are stiff 
against our releasing and I just wanted to make sure I didn’t make 
a misstep on it. 

HM Jr: No, I’d much rather have it that way so that when we get 
to O.W.L, I can say that you've okayed it and then thumb my nose 
at O.W.L 

M: Correct, sir. 

HM Jr: I don’t want to thumb my nose at you. 

M: (Laughs) Well, thank you, Mr. Secretary. 

HM Jr: And again, thanks for bringing it around and I read it 
very carefully and I think out of it we’re going to be able to do a 
good talk. 

M: Well, fine, sir. It wasta pleasure and PU expect to hear from 
the Assistant Secretary. j 

HM Jr: Thank you. 

M: Al right, sir. 

HM Jr: Bye. 

M: Bye. 


(Book 796, pp. 238-240) 
EXECUTIVE Yuan 


NATIONAL GOVERNMENT OF CHINA 


e NovEmBER 18, 1944. 
Honorable Henry MORGENTHAU, JT., 
Secretary of The Treasury, 
Department of The Treasury, Washington, D.C. 

.Dear Mr. MorcentHav: With reference to the question of the set- 
tlement of advances for U. S. Army Expenditures in China and also 
for the construction of the Chengtu airfields, you will recall that, 
during our discussions at Bretton Woods on July 16th, I have stated 
that, in order to meet the wishes of the U. S. Government to the 
utmost of our capacity I am willing to accept on behalf of my Govern- 
ment the suggestion made by General Clay, with the understanding 
that the lump-sum you offered (U.S. $125 million including the U.S. 
$25 million paid in March for the account of February) would be 
accepted as America’s payment for clearing the account up to June 
30th, 1944 for U.S. Army expenditures in China, except the advances 
for the Chengtu airfields, which constitute a separate account. I wish 
to state that I stil] adhere to this statement which is in compliance 
with the wish of President Roosevelt who has given the estimate of 
monthly expenditure to be in the neighborhood of U.S. $25 million. 
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In accordance with this settlement it is understood that China will 
receive U.S. $25 million per month as payment for its equivalent in 
Chinese currency calculated according to the official rate, and credit 
the balance to Reverse Lend-lease account. 

As for the Chengtu airfields, I had received documentary material 
since the Bretton Woods discussions which were communicated to you 
on September 9, 1944, confirming the fact to which I have referred 
throughout our discussions on this subject that the advances for the 
Chengtu airfields, which are built specially for the use of the Super- 
fortresses (B-29), constitute a totally separate project. General 
Hearn in a memorandum dated January 8, 1944, stated on the au- 
thority of General Marshall that “the United States will bear the cost 
of labor and material for Chengtu airdrome construction at a rate of 
exchange to be arrived at under negotiation in progress.” On Janu- 
ary 12, General Stilwell transmitted to Generalissimo Chiang a tele- 

raphic message from President Roosevelt with reference to the 
iene airfields in which the President said, “111 undertake to make 
available the necessary fund through lend-lease appropriation if that 
would hasten the completion of the work on the desired schedule.” 

With the understanding contained in these communications and in 
compliance with President Roosevelt’s wish to hasten the construction 
work, the Nationa] Treasury and the Central Bank of China have 
advanced the necessary funds for this purpose. China has paid for 
the cost of land and part of the labor cost for which she is not making 
any claim. As for the rest, we would consider carefully any sugges- 
tion that you would care to make as to the ways of clearing up this 
account. 

On November 16th, I had an interview with President Roosevelt. 
In the course of our conversation, we touched upon the question of 
U.S. Army expenditures in China and he confirmed that the Chengtu 
airfields constitute a separate project and that the advances which 
China have made to cover the cost for their construction will be paid 
separately as stated in his telegram of January 12th. The clarifica- 
tion of this fact, I am sure, will help us to come to a speedy settle- 
ment of this problem. 

Although President Roosevelt genérously offered to pay for the 
maintenance as well as construction expenses of the U.S. armed forces 
in China, China has paid for the board and lodging of U.S. armed 
forces in China which up to the end of June, 1944 cost China nearly 
a total of 2 billion dollars Chinese currency and is costing now about 
400 million dollars per month. China is not asking for the repayment 
of these expenses and will credit them to Reverse Lend-Lease account. 

With best personal regards, 

Sincerely yours, 


H. H. Kune. 


(Book 796, pp. 242-253) 
Treasury DEPARTMENT Division or Monerary RESEARCH 


Date: November 18, 1944 
To: Secretary Morgenthau. 

1. I feel that the attached memorandum recording an interview be- 
tween Mr. Service of the State Department and the leader of the Chi- 
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nese Communists is of sufficient importance to warrant being called to 
your attention. The Chinese Communists believe that civil war is in- 
evitable unless we actively throw our weight against it. They now re- 
gard the American attitude toward them as the decisive factor in the 
general determination of their policy and appear to be anxious to co- 
operate with us. This fact gains added impor‘ance with the approach- 
ing end of the war in Europe and the possibility of a more active Rus- 
sian policy in the Far East. 

2. In the normal course of events, this memorandum would go to the 
President through the State or War Department. Adler asked 
Service if it had been submitted to the President and Service indi- 
cated that it hadn’t. 

H. D. W. 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Dare: Novemser 18, 1944 


To: Mr. White. 
From: Mr. Adler. 
Subject: Digest of “Interview with Mao Tse-tung”. 


1. Kuomintang-Communist relations are the key problem of China. 
Civil war has been prevented by the following factors: the Japanese 
attack on China, the pressure of foreign opinion; Communist strength, 
the will of the Chinese people, and the internal weakness of the Kuo- 
mintang. With the approach of the end of the war a shift in these 
forces is taking place which increases the possibility of civil war 
which the Communis's abhor. The Kuomintang is already visibly 
preparing pretexts for civil war and to use puppet troops against the 
Communists. The hope for preventing civil war therefore rests to a 
very great extent on the influence of foreign countries. Among these 
by far the most important is the United States, whose growing power 
in China and in the Far East. can be decisive. —The Communists now 
regard the American at'itude to them as the decisive factor in the 
general determination of their policy. : 

2. Mao, therefore, raised three questions about American policy 
toward China. 

(a) The first question, namely whether there was a chance of an 
American reversion to isolationism with a resulting lack of interest in 
China, has already been answered by the re-election of the President. 

(b) The second question was whether the American Government is 
interested in democracy in China. Mao pointed out that the present 
government in China has no legal status and is in no way representa- 
tive of the people of China. He stated it was essential that the Gov- 
ernment should broaden its base and that this should be done by the 
immediate convention of a provisional National Congress, one-half 
of the members of which would be.Kuomin‘ang, the others to consist 
of representatives of all the other parties. The government would be 
direc*ly responsible to this Congress. Mao wished to know if the 
Amorican Government was willing to make a proposal for and sup- 
port the calling of such a Congress. 
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(c) The third question was the attitude and policy of the American 
Government toward the Chinese Communist party, whether we recog- 
nized it as an active fighting force against Japan and as an influence 
for democracy in China and whether there was any chance of Ameri- 
can support for the Chinese Communists and what the American atti- 
tude would be if there was a civil war in China. He asked if American 
policy was to try to induce the Kuomintang to reform itself. The 
Communists wished to risk no conflict with the United States. But 
if the Kuomintang does not reform itself, will the United States con- 
tinue to recognize and support it? 

3. The Generalissimo is in a position where he must listen to the 
United States. He is stubborn, but fundamentally he is a gangster 
and the only way to handle him is to be hardboiled. You can be 
friendly with him only on your own terms. There is no longer any 
need to placate Chiang. The presence of American soldiers in China 
is beneficial. It helps to prevent civil war and ac's as a liberalizing 
influence, for instance, in Kunming. Zhe Kuomintang, therefore, 
fears an American landing in China only second to Russian participa- 
tion in the Far Eastern war. 

4. The Communists feel that the Americans must land in China. If 
they do not, the Kuomintang will continue as the Government, without 
being able to be the Government. If there is a landing, the Americans 
will have to cooperate with both the Kuomintang and the Communists, 
as the Communists are the inner ring and the Kuomintang is further 
back. In this case it is important that the Communists and the Kuo- 
mintang be allowed to work in separate sectors, as the Kuomintang 
a too afraid to work with the Communists and will try to checkmate 

em. 

5. The Communists do not expect Russian help nor are they certain 
of Russian participation in the war in the Far East. Mao thus indi- 
cated that the Chinese Communists would prefer to have an American 
ra her than a Russian orientation. Cooperation between America and 
the Chinese Communists would be beneficial and satisfactory to all 
concerned. Mao said that the Communists have considered changing 
their name and that if people knew them they would not be frightened 
by the name, as their policies are merely liberal. Their rent reduction 
is gradual, their limit on interest is ten percent a year, and they sup- 
port the industrialization of China by free enterprise with the aid of 
foreign capital. The United S‘ates would find the Communists more 
cooperative than the Kuomintang, as the Communists are not afraid 
of American democratic influence, they would welcome it. They 
wish to raise the standards of living of the people rather than to 
build up armaments. 


Interview Wirn Mao TsE-TUNG 


AucustT 23, 1944. 


(After a short general conversation Mao said that he would like 
to talk about Kuomintang-Communist relations. The following 1s 
the gist of his remarks. ) 4 

The relationship between the Kuomintang and the Communist 
Party is the key to the problem of China. In the first stage, from 
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1922 to 1927, there was cooperation. This made possible the success 
of the Northern Expedition and the rise to power of the Kuomintang. 
But as soon as the Kuomintang got that power it sought to monop- 
olize it; it turned against and tried to exterminate us. The result 
was the second stage—the ten years of civil war from 1927 to 1937. 
The third stage, a return to cooperation, was impelled by the immi- 
nence of the Japanese invasion. It has continued precariously up to 
the present. 

This cooperation of the third stage was not entered into gladly or 
willingly by the Kuomintang. Its acceptance by the KMT has never 
been-sincere or whole-hearted. It was forced on the KMT by five 
factors: 

1. The Japanese attack 

2. The pressure of foreign opinion 

3. The enduring strength of the Communists—exploited at Sian 

4. The will of the people of China—to resist Japan 

5. The internal weakness of the KMT—which made it unable to 
defeat us. 

The end of the war (and even its approaching end) will bring a 
shift in these forces. 

The defeat of Japan will eliminate the most powerful and positive 
of these factors. 

The Communists are stronger than before. In this way it can be 
said that their influence for unity and against civil war is greater. 
But as long as the KMT is under its present type of leadership this 
greater Communist strength makes the KMT more determined on 
Communist elimination. This can work only up to a certain point: 
if the Communists are too strong, the KMT will not dare to attack 
them. But the KMT leaders are so grasping for power that they may 
take long chances. pi 

The people of China are still inarticulate and politically repressed. 
They are kept so by the KMT. The liberals, students, intellectuals, 
publicists, newspaper interests, Minor Parties, provincial groups, and 
modern industrialists (who have been disillusioned and see no future 
for themselves in Kuomintang bureaucratic industrialization) are 
numerous. But they are disorganized, disunited and without power. 
Over them Chiang holds the bayonets and the secret. police- 

The Kuomintang is an amorphous body of no definite character or 
program. The liberal groups within it have no strong leader, no 
rallying point, and no aggressive platform. If they did have these 
they would have no way, under. present circumstances, of reaching 
the people. The controlling leaders of the Kuomintang, though di- 
vided into jealous cliques, are all anti-Communist and anti-demo- 
cratic. They are united by their selfish determination to perpetuate 
their own power. 

Considering these factors alone it seems inevitable, if the country 
drifts along under the present leadership, that there will be Kuomin- 
tang provoked civil war. 

We Communists know civil war from bitter experience. We know 
that it will mean long years of ruin and chaos for China. China's 
unity, her stabilizing influence in the Far East, and her economic de- 
velopment will all be delayed. Not only the Chinese but also all na- 
tions having interests in the Far East will be affected. China will 
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become a major international problem. This vitally concerns the 
United States. 

One thing certain is that we Communists dread civil war. We 
abhor it. We will not start it. We will do our best to avoid it—even 
though we know that as things now are (provided that the KMT does 
not receive foreign help) we would eventually win. But the Com- 
munists are of the people. The people’s interests are our interests. 
The people will not submit for long to the despotic Fascism which is 
now apparent in Chungking and Sian, and which is foreshadowed 
even more menacingly in books like Chiang's “China’s Destiny.” Zf 
the people fight, the Communists must fight along with them. 

The hope for preventing civil war in China therefore rests to a very 
great extent—much more than ever before on the influence of foreign 
countries. Among these by far the most important is the United 
States. Its growing power in China and in the Far East is already 
so great that it can be decisive. The Kuomintang in its situation to- 
day must heed the United States. 

American policy in China therefore becomes not merely a matter 
of concern to Americans alone: it is also a question of the most vital 
interest to the democratic people of China. The Chinese people, ac- 
cordingly, are interested in three general questions. 

First, 1s there a chance of an American swing back toward isola- 
tionism and a resultant lack of interest in China? Are Americans to 
close their eyes to foreign problems and let China “stew in her own 
juice”? We Communists feel that this problem will not arise if Roose- 
velt is re-elected. 

(This and other questions about the United States were addressed 
directly to me. I therefore made it clear, in the most explicit terms, 
that I had no official authority and that my replies were only my 
purely private and completely unofficial opinions. 

(On the above points, I mentioned America’s long and special in- 
terest in China; the fact that we would have no internal reconstruc- 
tion problem as a result of war destruction; that on the contrary our 
greatly expanded economy and our more international outlook would 
impel us to seek trade and investment beyond our borders, that it was 
therefore unlikely that we would bevome isolationist or unconcerned 
about China; and that I doubted whether administration of the coun- 
try by either Republicans or Democrats would fundamentally affect 
our China policy.) 

Second, is the American Government really interested in democ- 
racy—in its world future? Does it, for instance, consider democracy 
in China—one-fourth of the world’s population—important? Does 
it want to have the government of China really representative of 
the people of China? Is it concerned that the present government 
of China, which it recognizes, has no legal status by any law and is in 
no way representative of the people of China? Chiang Kai-shek was 
elected President by only 90 members of a single political party, the 
Kuomintang, who themselyes cannot validly claim to represent even 
the limited membership of that party. Even Hitler has a better claim 
to democratic power. He was selected by the people. And he has a 
Reichstag. Does the United States realize the obvious fact that_the 
present Kuomintang has lost the confidence and support of the Chi- 
nese masses? The important question, however, is not whether the 
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American Government realizes this fact, but whether it is willing to 
an to improve the situation by helping to bring about democracy in 
‘hina. 

(I referred to the numerous official American statements regarding 

unity in China and our general hope for democratic development in 
all countries. I mentioned the apparent trend of at least an important 
part of American opinion as shown in recent critical articles in the 
American press.) 
_ Itis obvious that the Kuomintang must reform itself and reorganize 
its government. On its present basis it cannot hope to fight an effec- 
tive war. And even if the war is won for it by the United States, 
subsequent chaos is certain. 

The government must broaden its base to take in all important 
groups of the people. We do not call for full and immediate repre- 
sentative democracy: it would be impractical. And, under Kuomin- 
tang sponsorship and control, it would be an empty fraud. But what 
can and should be done—at once—is to convene a provisional (or 
transition1) National Congress. To this all groups should be invited 
to send delegates. These delegates must not be selected and appointed 
by the Kuorointang, as in the past. They must be genuine representa- 
tives—the best qualified leaders. They should include the Communist 
Party, all Minor Parties, the intellectual groups, newspaper interests, 
students, professional groups, central organizations of cooperative 
societies, labor and other mass organizations. i 

A workable compromise for the distribution of strength might be 
that the Kuomintang would have one-half of the members, all others 
together the other half. It would have to be agreed beforehand, for 
reasons of practical politics, that the Generalissimo would be confirmed 
as Temporary President. 

This Provisional Congress must have full power to reorganize the 
Government and make new laws—to remain in effect until the passage 
of the Constitution. The Government should be directly responsible 
to the Congress. Its functions and powers might be somewhat like 
those of the British House of Commons. 

The Provisional Congress would also have full charge of the prepa- 
rations for full democracy and Constitutionalism. It would super- 
vise the elections and then convene the National Congress. It would 
then turn over its powers and pass out of existence. 

Is the American Government willing to use its influence to force 
the Kuomintang to carry out such a proposal? Is the American 
Government willing to make the proposal and actively support it? 

(Chairman Mao made the suggestion that this matter was of such 
importance that it would warrant my making a trip to Chungking to 
present it to the Ambassador. I said that the Ambassador would be 
fully informed. I also suggested that we had already heard this 
general proposal from other quarters in Chungking. 

(Subsequently on August 26 I learned in a conversation with 
Chou En-lai that the Politbureau of the Communist Party was con- 
sidering the making of this proposal to the Kuomintang. They 
would pase it on the Kuomintengis refusal to discuss the Communist 

emands for democracy in their present nevotiati 
that they are “too abstract”.) a poegi onto, ground 


1344 | MORGENTHAU DIARY 


Third, what is the attitude and policy of the American Govern- 
ment toward the Chinese Communist Party? Does it recognize the 
Communist Party as an active fighting force against Japan? Does 
it recognize the Communists as an influence for democracy in China? 
Is there any chance of American support of the Chinese Communist 
Party? What will be the American attitude—toward the Kuomin- 
tang and toward the Communists—if there is a civil war in China? 
What is being done to ensure that the Kuomintang will not use its 
new American arms to fight a civil war? A ; 

(These questions, especially the points raised in the second and 
third, formed the framework of our further conversation. I returned 
to a number of points for further amplification and discussion. 

(Regarding ihe question of “support” of the Communist Party, 
I pointed out that the question was obscure and, in any case, pre- 
mature inasmuch as the Communists themselves publicly supported 
the Central Government and Chiang Kai-shek.) 

We Communists accept KMT terms in 1936-7 to form the United 
Front because the foreign menace of Japan threatened the country. 
We are, first of all, Chinese. The 10 meats of inconclusive, mutually 
destructive civil war had to be stopped in order to fight Japan. Even 
though we had not started the civil war, we took the lead in stopping 
it. Also, the foreign countries recognized the KMT and Chiang: they 
did not support us. But the United Front was not all one-sided: 
The KMT also promised political reforms—which they have not 
carried out. 

Our support of Chiang does not mean support of despotism: we 
support him to fight Japan. 

We could not raise this question of recognition before. In a formal 
sense it is still premature. We only ask now that American policy 
try to induce the Kuomintang to reform itself. This would be a first 
stage. It may be the only one necessary: if it is successful there will 
be no threat of civil war. 

But suppose that the KMT does not reform. Then there must be 
a second stage of American policy. Then this question of American 
policy toward the Communists must be raised. We can risk no 
conflict with the United States. & 

We can ignore the question of the supply of American arms now 
which can be used by the KMT in a future civil war. But must we 
expect a repetition of past history. In the early days of the Republic, 
the Powers recognized only Peking—long after it was apparent that 
the only government that could claim to represent the people of China 
was that in Canton. Nanking was not recognized until after the 
success and completion of the Northern Expedition. Now the internal 
situation in China is changing. The lines are not yet clearly drawn. 
But a somewhat similar situation may develop. Will the United 
States continue to give recognition and support to a government that 
ineffectiveness and lack of popular support can only be compared to 
the old Peking Government ? f 

_ (I suggested the diplomatic impossibility of withdrawing recogni- 
tion from a government that had not committed a directly unfriendly 
act, the obvious undesirability of working behind a recognized govern- 
ment to support an opposition party, and finally the delicacy of the 
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whole problem of interference in the domestic affairs of another 
country.) 

America has intervened in every country where her troops and 
supplies have gone. This intervention may not have been intended 
and may not have been direct. But it has been nonetheless real— 
merely by the presence of that American influence. For America to 
insist that arms be given to all forces who fight Japan, which will 
include the Communists, is not interference. For Ámerica to give 
arms only to the Kuomintang will in its effect be interference because 
it will enable the Kuomintang to continue to oppose the will of the 
people of China. “Interference” (Mao noted his objection to the 
term because of its having no meaning in this situation) to further the 
true interests of the people of China is not interference. It will be 
welcomed by the great mass of the people of China because they want 
democracy. Only the Kuomintang is against it. 

We do not ask the stopping of all aid tothe KMT forces. The effect 
would not be good on the war. The KMT would collapse and the 
American landing in China will be more difficult. 

(Chou En-lai in a subsequent conversation developed the follow- 
ing themes along related lines: (1) The giving of American arms only 
to the KMT is sure to mean civil war; (2) We must not ignore the 
possibility that Japan may try to end the war by a “surrender” to 
Chiang Kai-shek. This will be a trick on the other Allies and will 
in effect be a compromise based on Japan’s desire to keep a weak 
Kuomintang rather than a strong, unified and democratic government 
in China; (3) The only way to be sure of decisively winning the war 
in China and avoiding civil war is to give arms to both Kuomintang 
and Communists. ) 

I raised the question of how American influence could be exerted 
effectively, expressing skepticism about “dictation” to Chiang. Mao 
vigorously rejected my suggestion.) - 

Chiang is in a position where he musż listen to the United States. 
Look at what happened in Honan, is happening now in Hunan, and 
shows every sign of happening in Kwangsi! Perhaps it will be 
Yunnan next. Look at the economic situation! Chiang is in a corner. 

Chiang is stubborn. But fifndamentally he is a gangster. That 
fact must be understood in order to deal with him. We have had to 
learn it by experience. The only way to handle him is to be hard- 
boiled. You must not give way to his threats and bullying. Do not 
let him think you are afraid: then he will press his advantage. The 
United States has handled Chiang very badly. They have let him 
get away with blackmail—for instance, talk of being unable to keep 
up resistance, of having to make peace, his tactics in getting the 500 
million dollar loan, and now Kung’s mission to the U. S. and the plea 
for cloth. Cloth! Are we or are we not fighting the Japanese! Is 
cloth more important than bullets?) We had no cotton here in the 
Border region and the KMT blockade kept us from getting any from 
the parts of China that did have it. But we got busy and soon we are 
going to be self-sufficient. It would be 100 times easier for the KMT, 
and if they were a government that had an economic policy they 
would have done it themselves. 
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With Chiang you can be friendly only on your own terms. He must 
give in to constant, strong and unified pressure. Never relax on your 
objectives; keep hammering at him. : i 

The position of the United States now is entirely different from 
what it was just after Pearl Harbor. There is no longer any need or 
any reason to cultivate, baby or placate Chiang. The United States 
can tell Chiang what he should do—in the interest of the war. Ameri- 
can help to Chiang can be made conditional on his meeting American 
desires. Another way for American influence to be exerted is for 
Americans to talk American ideals. Every American official meeting 

and Chinese official, in China or in the United States, can talk democ- 
racy. Visits like Wallace’s give good opportunities; there should be 
more of them. Kung’s presence in the United States should not 
be wasted. 

Every American soldier in China should be a walking and talking 
advertisement for democracy. He ought to talk it to every Chinese he 
meets. American officers ought to talk it to Chinese officers. After 
all, we Chinese consider you Americans the ideal of democracy. 

(I suggested that the use of our Army as a political propaganda 
force was alien—and that we had nothing corresponding to the Com- 
munist Political Department to indoctrinate the troops and direct 
such work.) 

But even if your American soldiers do not actively propagandize, 
their mere presence and contact with Chinese has a good effect. We 
welcome them in China for this reason. The Kuomintang does not. 
It wants to segregate them and keep them from knowing what condi- 
tions really are. How many American observers do you have now in 
the front lines? We are happy to take your men anywhere. The 
KMT is worried about the effect of a lot of Americans in China. They 
fear an American landing only second to their fear of Russian partici- 
pation. 

The presence of Americans is good in another negative way. If 
Americans are scattered widely they will have a restraining effect on 
the Kuomintang. It will be more dificult for the KMT to start 
trouble. An example is Kunming. It has become a center of liberal 
thought and student freedom becausetthe KMT doesn’t dare to arrest 
and throw the students into concentration camps under the eyes of so 
many Americans. Compare this with Sian, where Americans are very 
few and the Secret Police unrestrained. 

Criticism of thə Kuomintang in American periodicals is good. Its 
effect may not be immediately apparent. Sometimes it may even seem 
temporarily to have a bad reaction. But if it is fair (the KMT will 
know if it is) it causes the KMT to hesitate and think—because they 
need American support. 

Finally any contact you Americans have with us Communists is 
‘good. Of course we are glad to have the Observer Section here be- 
cause it will help to beat Japan. But there is no use in pretending 
that—up to now at least—the chief importance of your coming !s its 
political effect on the Kuomintang. 

(I noted his emphasis on American landing in China and suggested 
that the war might be won in other ways and a landing not necessary .) 

We think the Americans must land in China. It depends, of course 
on Japanese strength and the developments of the war. But the main 
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Japanese strength is in the Yangtze valley and North China—not to 
speak of Manchuria. 

Tf the Americans do not land in China, it will be most unfortunate 
for China. The Kuomintang will continue as the government—with- 
out being able to be the government, 

If there is a landing, ¿here will have to be American cooperation 
with both Chinese forces—KMT and Communist. Our forces now 
surround Hankow, Shanghai, Nanking and other large cities. Weare 
the inner ring: The KMT is further back. 

If there is to be this cooperation with both Communist and KMT 
forces, it is important that we be allowed to work in separate sectors. 
The KMT is too afraid of us to work with us. Their only concern will 
be to checkmate us. When we are in separate sectors, the U.S. Army 
can see the difference: That we have popular support and can fight. 

(I questioned whether open civil war was, as he had suggested, in- 
evitable if the KMT was not restrained or induced to reform.) 

We can say that civil war is “inevitable but not quite certain”. 
Subjectively, the present KMT leaders are determined on the elimi- 
nation of the Communists. They are afraid of us just as, and for the 
same reasons as, they are afraid of the people. Objectively, there are 
factors—the five mentioned at the beginning of the talk—which re- 
strain the KMT. The strongest of these—the Japanese will-be out of 
the picture. Another—strong because outside and independent of the 
KMT-—is foreign opinion. But ‘it is now unpredictable. The KMT 
still hopes that foreign influence may be on its side. 

The KMT is already busy preparing pretexts for civil war. The 
‘more you know of us and conditions in our areas, the less value these 
pretexts will have. r 

So the KMT may resort to indirect methods of attack. It will be 
hard to define or set a line to its aggression. 

But if the KMT undoes the progress that has been accomplished in 
our areas, if they take away the new democratic rights of the people, 
the people will resist and will demand our help. 

Another line of KMT action will be through the puppets. The 
puppets will turn back to the KMT—claiming to have been “patriotic” 
all the time. The KMT will then use the puppets to hold the cities 
and areas from which the Japanese withdraw. They will incite the 
puppets to attack us and to create friction. 

(Chou En-lai carries this line further by suggesting that this 
may be a part of the possible fraudulent Japanese surrender to Chiang: 
The Japanese will turn over their arms to the puppets (or the KMT) 
on the condition that the Communists will be liquidated. 

(This may seem at first a little far-fetched. The only possible com- 
ment is that the forces involved in this situation are so complicated 
and their hatreds so intense, that almost anything is possible.) 

_ The fact is clear, even to the Kuomintang, that China’s political 
tendency is toward us. We hold to the Manifesto of the First Kuo- 
mintang Congress. This is a truly great and democratic document. 
Sun Yat-sen was no Communist. The Manifesto is still valid. It will 
not quickly pass out of date. We will hold to it even if the KMT 
nae e w al policies are good and suited to 
ina. Everything we have done, every arti a is 
found in that document. ie pont, proc 
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Of course, we do not pretend that we are perfect. We still face 
problems of bureaucracy and corruption. But we do face them. And 
we are beating them. We welcome observation and criticism—by 
Americans, by the KMT or by anyone else. We are constantly criti- 
cizing ourselves and revising our policies toward greater efficiency 
and effectiveness. > 

Our experience proves that the Chinese people understand democ- 
racy and want it. It does not take long experience or education or 
“tutelage”. The Chinese peasant is not stupid; he is shrewd and 
like everyone else, concerned over his rights and interests. You can 
see the difference in our areas—the people are alive, interested, friend- 
ly. They have a human outlet. They are free from deadening repres- 
sion. 

(I queried his emphasis on the importance of the United States and 
his neglect to consider Russia.) 

Soviet participation either in the Far Eastern War or in China’s 
post-war reconstruction depends entirely on the circumstances of the 
Soviet Union. The Russians have suffered greatly in the war and 
will have their hands full with their own job of rebuilding. We do 
not expect Russian help. 

Furthermore., the KMT because of its anti-Communist phobia is 
anti-Russian. Therefore KMT-Soviet cooperation is impossible. And 
for us to seek it would only make the situation in China worse. 
China is dis-unified enough already! In any case Soviet help is not 
likely even if the KMT wanted it. 

But Russia will not oppose American interests in China if they are 
constructive and democratic. There will be no possible point of con- 
flict. Russia only wants a friendly and democratic China. Coopera- 
tion between America and the Chinese Communist Party will be bene- 
ficial and satisfactory to all concerned. 

(I jokingly remarked that the name “Communist” might not be 
reassuring to some American business men. Mao laughed and said 
that they had thought of changing their name but that if people knew 
them they would not be frightened.) 

The policies of the Chinese Communist Party are merely liberal. 
Our rent reduction is from the old 8Q-70-60% down to the legal (by 
unenforced Kuomintang law) 3714%. Even this we only try to ac- 
complish gradually because we don't want to drive away the land- 
lords. Our limit on interest is 10% a year. This is not extreme— 
though it is much lower than it used to be. 

Even the most conservative American businessman can find nothing 
in our program to take exception to. 

China must industrialize. This can be done—in China—only by 
free enterprise and with the aid of foreign capital. Chinese and 
American interests are correlated and similar. They fit together, 
economically and politically. We can and must work together. 

‘The United States would find us more cooperative than the Kuo- 
mintang. We will not be afraid of democratic American influence— 
we will welcome it. We have no silly ideas of taking only Western 
mechanical techniques. Also we will not be interested in monopo- 
listic, bureaucratic capitalism that stifles the economic development 
of the country and only enriches the officials. We will be interested 
in the most rapid blo development of the country on constructive 
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and productive lines. First will be the raising of the living standard 
of the-people (see what we have done here with our limited resources). 
After that we can come to the “national defense industry” that 
Chiang talks of in his “Chinas Destiny”. We will be interested in 
the welfare of the Chinese people. 

America does not need to fear that we will not be cooperative. We 
must cooperate and we must have American help. This is why it 
is so important to us Communists to know what you Americans are 
thinking and planning. We cannot risk crossing you—cannot risk 
any conflict with you. 


(Book 797, pp. 100-102) 


NovexBER 20, 1944. 
Harry White. 
Secretary Morgenthau. 

If I see the President Tuesday, 1 want to take with me a memo- 
randum prepared by you and Sol Adler bringing the President up to 
date on our financial negotiations with China. I want to point out 
the offer we made at Bretton Woods and then the subsequent offer we 
made up to and including October Ist. It seems that in his conversa- 
tion with Kung, Kung convinced the President that there's some- 
thing in writing which said that we would pay separately for these 
airfields. I told the President I’d never seen any such thing in writ- 
ing. The President said he would send over to me the memorandum 
that Kung left with him. However, in the meantime, Tuesday morn- 
ing without fail, please be prepared, White and Sol Adler, to come 
in with a very condensed memorandum telling the President what 
we've done, pointing out the fact that Mr. Stimson had asked us to 
do it. Thank you. 

[The handwritten word “done” appears below this memo. } 


Tue Warre House, 
Washington, November 20, 1944. 


© 
MEMORANDUM FOR THE SECRETARY OF THE TREASURY 


Dr. Kung gave me the enclosed. The letter from the Generalissimo 
of last January takes up specifically the Army expenditures but the 
memorandum of January 8, 1944 does seem to make it clear that 
General Marshall said the United States would bear the cost of labor 
and material of the Chengtu airdrome construction. 

Will you take this up with Dr. Kung? 

F. D.R. 


(Copy) 
Received January 28, 1944. 


TELEGRAM From PRESIDENT ROOSEVELT TO PRESIDENT CHIANG 
KAI-SHEK 


I have carefully studied your recent message transmitted through 
Ambassador Gauss, and I fully recognize the extent to which China’s 
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resolute war stand has rendered her economic situation acute. I am 
fully mindful of the importance of taking every practical cooperative 
step to make possible the most active prosecution of the war as well 
as to make possible an orderly development of industry and trade 
after the war. 

I think it important that you should understand our special prob- 
lems over here. I cannot escape the feeling that because of the 
distance between us there may be danger that we may fail adequately 
to work out our common problems and may rush into decisions which 
would not be in the interests of either of our people. 

I think that your suggestion transmitted to me by Madame Chiang 
that Dr. Kung be sent to Washington is a good one. 1f he were here 
the various financial and economic problems involved in the situation 
could be fully discussed to the mutual advantage of both countries. 

Meanwhile 1 should like to make this specific suggestion: Just be- 
fore receiving your message I had approved instructions to General 
Stilwell and to Ambassador Gauss to take up urgently with your 
Government the question of our military expenditures in China. I 
should like to suggest that an arrangement such as General Stilwell 
and Ambassador Gauss are authorized to propose be adopted tenta- 
tively on the understanding that our army expenditures in China 
during the next few months can be expected to be somewhere in the 
neighborhood of $25,000,000 each month. 

Furthermore, since you say that your Government is not in a 
position to continue any direct maintenance of American troops in 
China, this Government, in order to cover all of its military expendi- 
tures in China, including such maintenance as well as construction, 
is prepared to place to your account the U.S. dollar equivalent of any 
Chinese funds made available under general arrangements that will 
be suggested by General Stilwell and the Ambassador. 


(Book 798, pp. 157-159) 
November 24, 1944. 
e 4:32 p.m. 

HM Jr: in reverse. H. H. Kung wants to see me between now 
and Monday, when he says he's turning over his sceptre to the next 
Minister of Finance. 

Harry White: 1 see. 

HM Jr: Well, now, I’ve taken the position, through you, that I 
want a brief from him—what he’s going to see me about. 

pe Ah—all right. I thought he—I thought he told us that, but 
we 

HM Jr: Well, he— 

W: try him out again. 

HM Jr: Well, what have we got that’s new? 

W: Ah—we haven't got anything new. 

HM Jr: Well, then, why don t—— 

W: He gave us a lot of new figures which I have here in a memo- 
randum for you. TIl send it right around. Those are the only new 
things—— 

HM Jr: Well—— 
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W: and they’re not—they introduce nothing new. 

HM Jr: Should I say Tl] see him, and 

W: Well, I understand from Adler, who—that he hopes to wind 
this thing up before he quits. 

HM Jr: Well, I 

W: And that means if he comes here, be willing to settle on the 
basis of the memorandum—on the basis of the arrangements you’ve 
already made, and permitting him to put those Chengtu airfields in 
reverse lend-lease. Pll send the memorandum you read while you 
were waiting outside the President’s office, and there’s another one 
which gives the new material. 

HM Jr: All right. [. 

W: I think you’ll have to—you probably will have to see him un- 
less you are out of town. 

H.M.Jr: No, I can’t—T'll see him at eleven tomorrow. 

W: Allright. I'll send these right in. 

H. M. Jr: Now, did you see Leahy? 

W: I saw Leahy. He had a couple of good suggestions. He 
wanted—he thought it would be desirable, as you had suggested, to use 
the identical language with respect to “this is no commitment”. 

H. M. Jr: I see. 

W: So we made that change, and then he thought it would be desir- 
able to delete the question of what—this would strengthen or prevent 
their dollar balances from weakening; he didn’t think that ought to be 
introduced in there. 

H. M. Jr: I agree with him. 

W: And, so we changed it, but the F.E.A. has made some changes 
and one of the changes, 1 don't know, may make some trouble with 
the State Department. Apparently there's a squabble on between 
State and—and F.E.A. as to who should go up to Congress to let them 
know about the changes in export policy when they're going to an- 
ticipate it. 

H. M. Jr: Well, hold the wire a minute while 1 call Drew Pearson 
and tell him, will you ? (Laughs.) 

W: (Laughs.) All right. Well, Pm having—— 

H. M. Jr: Well, wait a mintte. 

W: Yes. 

H. M. Jr: Here he is. (Aside: Come on out, Drew.) He's right 
here. 

W: (Laughs.) All right, then I'll give you some more information 
if he's there. And—we're having it typed now. TI send it around, 
but I don't know whether it’s satisfactory to State. They haven't seen 
1t yet. 

H. M. Jr: Well, look, old man. My son has arrived, and it's my 
last evening with him before he goes, see? 

W: Yes. Do you want this cleaned up before—today or tomorrow 
SM Jr: T 

. M. Jr: Tomorrow morning will do. TP t 
dormi here paun Minny or E O OSA 
W: All right, in which case—by then 111 h i p— 

H. M. Jr: Why not have it alee up era 2 mrerca ren u 

W: Okay. ; } 
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H. M. Jr: Now, this Chinese thing you can send me and I’ll try to 
read it, you see ? ; 


W: Okay. Allright. ] E 

H. M. Jr: And well get this thing on the wire—it’s still time 
enough to get on the wire to the President. 

W: All right, sir. 

H. M. Jr: What? 

W: All right. 

H. M. Jr: How’s that? 

W: That's fine. Okay. 


3 (Book 798, pp. 203-214) 
NoveMBER 25, 1944. 
10:40 a.m. 
CHINESE FINANCIAL NEGOTIATIONS 
Present: 

Mr. White 
Mr. Adler 
Mrs. Klotz 


Mr. White: What Kung has apparently done, either intentionally 
or unintentionally—I suspect intentionally—is to make the difference 
between you in the negotiations, and himself, appear to be the question 
as to whether or not we were going to pay for the Chengtu airports. 

H. M. Jr: Where did the President say that? 

Mr. White: I sent you the material yesterday. Now, there has 
never been any question about that. We never doubted we would pay 
for it, and we always said so, and the assumption is, on our part, that 
you are paying for it in the offer that you made, and there is nothing 
in the President’s telegram, and there is nothing in this letter which 
meets that specific issue. 

The Army claims that the price of the Chengtu airfield is included 
in the thirteen billion dollars, according to the Army figures; whereas 
Kung claims that it is not included and that if you include the Cheng- 
tu airfields you get—what is it—fifteen point something billion dol- 
lars. So the issue is quite other than‘ what was represented to the 
President, quite other than what the President may think. It is 
merely as to whether the Army figures include the Chengtu airfields, 
or do not. We asked the Army again to check. They said they would 
cable Chungking. They got a reply to that cable. You heard it 
yesterday. 

H.M. Jr: Where is Vinson? 

Mr. White: In Baltimore, and won’t be here. I don’t know whom 
else to get. 

H. M. Jr: What cable are you waiting for? 

Mr. Adler: What happened was, when Kung set these figures over, 
I went to see Colonel Foster in the Army and he sent a cable to 

headquarters in Chungking to check on these figures. 

He gave me the substance of the reply over the phone but he prom- 
ised to send me a copy. I asked him to make it urgent but it hasn't 
reached us yet. According to this reply the essential is that the Army 
stands by its own figures, says it has no method of checking up on the 
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Chinese figures because the Chinese will not submit itemized state- 

ments as they promised. Their Army figures are based on the author- 

ization to the amount they have spent themselves, what they have 

authorized the Chinese to spend, and their estimates of the costs when 

eae haven’t spent the money themselves. The main divergence is on 
engtu. 

According to the Chinese, henge cost six point three billion yuan; 
according to the Army, it cost about four and a half billion yuan. 
And the Army says it stands by its figure; it doesn’t see how the Chi- 
nese could have spent as much as they claim on Chengtu. They also 
find an additional error in Chinese figures. They are claiming they 
have spent eight billion yuan on Chengtu up to October 15; that is 
including June 30 and beyond. And the Army people say that that 
is at least twenty-five percent too high. 

Mr. White: That is one discrepancy. The major discrepancy is not 
the amount of the cost of the Chengtu project, but whether that cost 
is included in the Army’s figure of thirteen billion, which was the basis 
for your negotiations. Now, in this letter Kung says he excepts—— 

H. M. Jr: May I just take a minute? This is the memorandum for 
the President. Let me take time to read this. (Refers to attached 
Memorandum for the President.) 

Where is the memorandum from the President to me? (Refers to 
attached Memorandum of November 20, 1944.) 

I think I had better postpone him again until eleven-thirty, don’t 
you think? 

Mr. White: I don’t think it will take you more than twenty minutes. 

H. M. Jr: There is one place where it doesn’t seem to me this thing 
isclear. You say all the way through here that we said that our offer 
included payment for the Chengtu airfields, but as early as our ne- 
gotiations in Bretton Woods we said if they wanted to put it in 
Reverse Lend-Lease, they could. 

Mr. Adler: If they wanted to put in a claim for Reverse Lend- 
Lease; we didn’t say we would accept the claim. i 

H. M. Jr: That is right, but all the way through this thing you are 
very short about it. Then at the very last—‘In order to facilitate the 
settlement, we informed Dr. Fung we had no objections to his putting 
in a claim for the cost of the Chengtu airfields on Reverse Lend-Lease, 
making it clear, however, that we regarded the lump sum payment we 
were offering as a final settlement of our outstanding obligations.” 

If you haven’t been all through the negotiations, it is a little hard 
to understand that. 

Mr. White: It is a difficult position to defend; I always thought so. 

Mr. Adler: Yes, you have been very consistent on that. 

Mr. White: Because if you say to a fellow, “You can give a claim,” 
and we agree that they can file a claim—whereas, on the other hand, 
you are saying that this is a complete payment—they don't jibe. 

H. M. Jr: That is my point. But whose idea was that in the 
fr ate Wi heck 

r. er: We can check on the transcript—w it was Gen- 
eral Clay or not—— P cul! 

H. M. Jr: I think it was General Clay. 

Mr. Adler: I have a suspicion it was. 
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H. M. Jr: Is there anything in writing that says Kung can put in 

this claim? 

Mr. Adler: He has a copy of the transcript, but a very edited copy. 

Mr. White: Whom did he get it from? 

H. M. Jr: Us. 

Mr. Adler: I cut out a lot of parts. 

Mr. White: Did he get this point? 

Mr. Adler: I don’t know. 

Mr. White: That is the point to check. The question is whether in 
this copy of the minutes which was prepared for him there is this 
statement that he can put in a claim, and how it is stated. 

M. Jr: Well, let me get his last letter, and you get that other 
thing. 

Mr. White: This is the last letter. (Hands Secretary letter from 
Dr. Kung, dated November 18, 1944, attached.) 

H. M. Jr: I can’t check all of these things in his letter. Which are 
true and which aren’t? 

Mr. White: The true items—there are two; one, the difference in the 
cost of the Chengtu airfield; and two, all other expenditures. Now, 
he differs with the Army in the over-valuation of the cost by about 
two billion yuan. 

_H. M. Jr: But the point I don’t understand—“As for the Chengtu 
airfields, I had received documentary material since the Bretton 
Woods discussions which were communicated to you on September 9, 
1944, confirming the fact to which I have referred throughout our 
discussions on this subject that the advances for the Chengtu air- 
fields, which are built specially for the use of the Superfortresses 

(B-29), constitute a totally separate project.” 

Now, where is this General Hearn ? 

_Mr. White: He is over there. When Stilwell was gone, Hearn took 
his place. 

H. M. Jr: What about this General Marshall ? 

Mr. White: There is no disagreement on that. As a matter of fact, 
that antedates that January 8. General Hearn referred to a reply— 
this is the material the President sent over—referred to a reply from 
General Marshall to his inquiry, whicls stated the U.S. will bear the 
cost of labor and material for the Chengtu airdrome construction at 
a rate of exchange to be arrived at under negotiations now in progress. 
We never denied that. 

H. M. Jr: We claim that money we are paying pays for the Chengtu 
airport? 

Mr. White: That is right. It is the Army that has presented us 
with a bill—read that paragraph. (Refers to attached letter to the 

Secretary from Mr. Stimson, dated June 26, 1944.) i 

H. M. Jr: Is there anything in here, Sol, that is new that he writes 
me? You kept mumbling, “This is outrageous; this is terrible.” 

Mr. Adler: It is not new in the sense that he has brought up all his 

old demands—that is what is outrageous—which we have never paid 
any attention to, for instance, that the settlement should be at the 
official rate of exchange and all the rest should be credited to Reverse 


-Lease. 
aig we would have to credit a fantastic fund to Reverse Lend- 


Lease on that basis. 
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H. M: Jr: This is the thought that I was going to say to him, “Mr. 
Kung, I am prepared once more, and just once more, to offer you 
one hundred and eighty-five million dollars in complete settlement for 
everything from the 1st of March to the 1st of October. Now, if you 
are not satisfied with that, ask Mr. Roosevelt to let you negotiate with 
somebody else. Iam through. I won't go any further in the matter. 
You have seen fit to bring the thing up—I have spent months and 
months on this thing. This is what the Army has asked me to do. 
I am not going to change, and if you are not satisfied, I am very sorry, 

t you will just have to see somebody else in the Government, that 1s 
all.’ 

_Mr. White: Supposing he answers that by saying, “Then we would 
like to charge the Chengtu project on Reverse Lend-Lease.” 

_ H. M. Jr: Do you have the thing? We told him you could put 
1t—— 

Mr. White: And this is repeated by General Somervell’s letter which 
I just called your attention to. 

H. M. Jr: What does that mean ? 

Mr. White: It doesn’t make any sense to me at all. 

H. M. Jr: I will repeat what I said—‘And if you want to, you are ` 
free to put in a claim, as I told you once before, for Chengtu. Our 
position is when we pay you this, we are paying you for everything. 
And in the document, if we do send you one hundred and eighty-five 
million dollars, we will say that it is in final payment. But you are 
free, as we told you before, to make a counter claim if you want to— 
a credit through Lend-Lease in Reverse.” 

Is that right? 

Mr. Adler: Yes. 4 

Mr. White: Counter claim—whether you would recognize that claim 
or not—you think now you would not, but there could be a review of 
all the expenditures, since it would be a matter of fact. 

H. M. Jr: I am going to tell him that in this letter; “If you accept 
this payment, this is in final payment for everything in China.” 

I mean, up to now I have been very gentle with the fellow. I am 
not going to be gentle today, and now the fact that he has gone over 
to the President, and all the sest of that—I am simply going to say, 
“Dr. Kung, this is the best I can do. I have tried my best; I haven't 
changed my position. The first offer I made you was a fair one. I 
want to clean this up to October 1st. If you are not satisfied, you 
can ask the President to have somebody else handle it. I am going to 
wash my hands of it.” 

Mr. White: Could this be a good out for him and for you on Reverse 
Lend-Lease? You can say, “If you want to make a claim, you can.” 
You state there is a difference as to the facts; I am in no position to 
check the individual facts, If in future examination and survey by 
the Army or yourself it is revealed that you are correct as to the facts, 
and the Army is wrong, then your claim will receive consideration. 
If. on the other hand, it reveals no change in the facts, then the claim 
will not be accepted.” i k 

Now, that begins to make sense because all you are saying there is 


you are going on the facts supplied to you by the Army; he doesn’t 


agree to the facts, therefore you are not E ' 
H. M. Jr: That was the idea, closing the door 
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Mr. White: If some examination-should*show that the Army is 
wrong—because you are only going on Army figures—if they later are 
able to prove to somebody's satisfaction that the Army was wrong, 
then the claim becomes a valid one. 

On the other hand, if they are not able to prove it, the claim is no 
good. Does that make sense ? 

aa Adler: Yes, it does, and they can never prove that about the 
claim. 

H. M. Jr: But we have said that before. 

Mr. White: But that is your justification, now. 

H. M. Jr: Isn’t that right, Sol, that is what it was before? 

Mr. Adler: Yes, it was General Clay who made the offer. He said, 
“Going back to what we have been discussing, in this view which you 
have just stated, if we paid you a gross of one hundred and twenty-five 

million now, that would leave remaining the food and lodging, and 
‘the four billion which you have spent on the Chengtu airfields from 
your own money. We would be willing to accept that with the under- 
standing that the four billion dollars would be presented by you as 
a claim under Reverse Lend-Lease. It would have no effect on the 
twenty million dollars for the next three months, which would be paid 
in cash, and for which you would provide us with the yuan we need; 
that we would pay you the lump sum of a hundred million dollars 
immediately, and in any Reverse Lend-Lease agreement to be effected 
you could in addition to the food and lodging which you would put 
forward as a claim include also this four billion dollars.” 

Mr. White: No, Clay is telling him something very different. Kung 
is right from this, I don’t understand Clay saying that. I would like 
to read this over more carefully. He is putting that four billion 
claim in the same class with the food and lodging and saying that both 
are in addition 

H. M. Jr: Well, the Secretary is all right, but Clay isn’t. 

What do you have, Harry? (Refers to transcript of Bretton Woods 
meeting of July 19, 1944.) 

Mr. White: I think he has a little stronger case. You corrected 
Clay in your statement after, because Clay definitely said that he could 
treat this four billion dollars for the Ghengtu airfield—which, inci- 
dentally, has grown to six, now e 

Mr. Adler: In Kung’s figures it is six point three, now. 

Mr. White: In the same way that he said Kung could treat the 
expenses for food and lodging that they were giving the soldiers, 
which the President said we would pay, but which the Chinese don’t 
want us to pay because they want to be able to say, “We will support 
it.” : 

Now, you said after he said that, “Excuse me, may I add one thing 
that we talked about, that in admitting this Chengtu four billion dol- 
lars we in no way prejudice or go back to the cable of the President 

which we interpret was all-inclusive; eer the twenty-five million 

rs a month. That covered everything. 
ei like to make that clear. I mean, we claim that this telegram 
of the President’s meant twenty-five million a month and included me 
onstruction of everything. Now, what we are saying 1n view of what 
vou have said—not in anyway going back on that, but if they wished 
a put that claim under Reverse Lend-Lease for four billion dollars, 
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we would raise no objections—now, the only justification, it seems to 
me, that you can tell him he can put in a claim is where there is a 
disagreement between you as to the facts upon which you are basing 
your opinion. Otherwise it doesn't make any sense, and 1 think that 
should be the position. 

H. M. Jr: What I said is all right, isn’t it? 

Mr. White: Then why do you tell him to put in a claim unless there 
is some doubt? 

H. M. Jr: Didn’t I have to do that to pick up what Clay said? 

Mr. White: Yes. In other words, Clay got off the beam, wholly. 
You straightened it out as best you could without saying to him, no. 

_Mr. Adler: Actually, this business of putting in a claim was to save 
his face. He was utterly in the wrong and the idea was that if we told 
him he could put in a claim, he could report to the Generalissimo—— 

H. M. Jr: Excuse me, Sol. Let me get this straight. Now, listen 
closely, Harry. What I can simply say, if he goes back to this tele- 
gram, is that we have nothing that has been given to us to prove that 
anybody, from the President down, said that they would pay for those 
Chengtu airfields. I don’t know what the President told him the 
other day. do you see? 

Mr. White: Oh, yes, we said we would pay for the Chengtu air- 
fields in a number of places. 

H. M. Jr: He says here, “Kung gave me the enclosed letter from 
the Generalissimo of last January to take up specifically. It does seem 
to make it clear that General Marshall said the U.S. would bear the 
cost of labor.” But we have got that General Marshall stuff, haven't 
wo? And this telegram from Roosevelt to Chiang Kai-shek was writ- 
ten by us. Is there anything new he has dug up? 

Mr. White: No—no, sir. 

Mr. Adler: He has two statements from Marshall and Stilwell. 

H. M. Jr: Anything in either of those? 

Mr. Adler: They are previous to the President’s telegram and they 
say we will pay for the Chengtu airfields. There is no doubt of that. 

H. M. Jr: Who said so? 

Mr. Adler: These two messages of Marshall’s and Stilwell’s. 

H.M. Jr.: Then why don’t we? 

Mr. Adler: We say we are paying for them. 

H.M. Jr.: In this price? 

Mr. White: That is what the Army tells us. We can’t audit the 
Army’s figures. If the Army has made a mistake, it will appear they 
have an out later. 

H. M. Jr.: But we claim that the one hundred and eighty-five 
millon is paying for it. 1 am simply acting as the agent for the 

rmy. 

Now, I am going to do this thing once more—Dr. Kung, I think, 
has had all the dramatics—I feel a little that way myself, today—I 
will simply say, “As far as I'am concerned, this is the last time I offer 
latago DON if you are not satisfied you can take it up with the 
: aan d my mit? u can take 1t up any way that yon please. I have 

Mr. White: And that your offer is b 


supplied to you from the Army. ased on the information that is 
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H. M. Jr.: “Now, if that is incorrect, and proves to be incorrect a 
year from now, or two years from now, you have got the privilege of 
putting in a counter claim.” : q 

Mr. White: And that is what you meant by saying he can put in a 
claim for Lend-Lease in Reverse. : 

H. M. Jr.: Well, I better not be too specific. : 

Mr. White: He can put in a claim on Lend-Lease in Reverse now. 
That is what you have already toldhim. | : J 

H. M. Jr.: I am simply acting on the information given to me by 
the Army. Now, if it is wrong, I am sorry. 

Mr. White: If it is wrong they will be able to demonstrate it some- 
time in the future. 

H. M. Jr.: Now, don’t you think that from having been to China 
there always comes a time when you have to call a halt to these nego- 
tiations or they go on forever? 

Mr. Adler: Yes. 

Mr. White: I would very definitely be tough with him. 

Mr. Adler: He is anxious to reach a settlement before he leaves 
tomorrow. 

Mr. White: And the one hundred and eighty-five million—I wonder 
whether the Secretary thinks he might raise it to two hundred million. 

H. M. Jr.: I have got the authority to do it. 

Mr. White: Yes, I know you have. 

H. M. Jr.: But every time I raise it, the Chinese only think they 
are going to get one more. 

Mr. Adler: I am afraid so. 

H. M. Jr.: I mean, I have sweetened it by twenty-five mitlion now; 
if I sweeten. it_again they will think, “Every time we come and see 
him he raises it.” 

Mr. Adler: I agree that if an addition is made, they will expect a 
further addition on a subsequent occasion. 

Mr. White: The only thought in my mind about the extra fifteen 
million is to bury it. 

H. M. Jr.: No, I think you can bury it just as well at one hundred 
and eighty-five. He will think, “Well, if we wait maybe we can get 
another twenty-five.” > 

I am going to do it my way. 


(Book 798, pp. 215,216) 


Memorandum for the President. 


Subject: Our negotiations with China on U.S. Army expenditures in 
China. 
- 1. On June 26, Secretary Stimson asked the Treasury to take over 
the financial negotiations with China which had been going on for over 
six months. Accordingly, on July 16, at Bretton Woods, with the 
concurrence of the War and State Departments, 1 offered Dr. Kung 
US$100 million (in addition to US$25 million we had A Poia) 
in settlement of all our yuan obligations up to June 30, 1944, ¿nc he: cb 
the cost of the Chengtu airfields. Dr. Kung was willing to PD be 
$1 00 million in settlement of our yuan obligations, E | ae 
of the Chengtu airfields, which he says is 6.3 billion yuan and which 


according to the Army is 4.5 billion yuan. 
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We have always made it clear that our offer has included the cost 
of the Chengtu airfields, our commitment for which we have invari- 
ably acknowledged, but Dr. Kung has stood out for a higher figure by 
consistently refusing to accept our position with respect to Chengtu. 
He bases his case on your cable to the Generalissimo which was trans- 
mitted to him on January 28. Our interpretation of this cable gives 
Dr. Kung no ground for any additional demand except for payment 
for board and lodging of American troops in China—totalling about 
3 billion yuan. We have stated our willingness to pay for this item 
in U.S. dollars but the Chinese indicated their preference for treating 
it as Reverse Lend-Lease. They feel that the political advantage o 
having this item on the Reverse Lend-Lease side of the ledger out- 
weighs the gain from the dollars which they would otherwise obtain. 
General Clay and I expressed our appreciation of the position the 
Chinese have taken on this matter at Bretton Woods, and it is no 
longer a point at issue unless the Chinese reopen the question. 

No agreement was reached at Bretton Woods because of the insist- 
ence by Kung that Chengtu airfield expenditures were not included 
and our insistence that they were included. S 

2. Dr. Kung came to see me again on October 6th. After talking 
with General Clay, I repeated our July 16th offer of US$100 million 
in settlement of all our obligations up to June 30, at the same time 
making an alternative offer of US$185 million in settlement of all 
our obligations up to September 30. Dr. Kung again raised the ques- 
tion of an extra payment for the Chengtu airfields and this proved 
the main stumbling block. y ] 

3. According to the Army we owe 13.9 billion yuan gross including 
the cost of the Chengtu airfields; deducting taxes, overhead, trans- 

ortation costs, etc., its net debt is 10.9 billion yuan. According to 

r. Kung, however, the unpaid debt, excluding Chengtu, amounts to 
9.2 billion yuan, and 15.5 billion yuan including Chengtu. These 
figures cover the period up to June 30. Both fortunately agreed on 
expenditures from July 1 to September 30, which amounted to 8.5 
billion yuan. 4 

The Army’s figures are based on the amounts it has spent itself and 
the amounts it has authorize@ the Chinese Government to spend. 
There is no satisfactory way of checking up on the Chinese figures, 
as they have failed to fulfill their agreement to submit to the Army 
itemized lists of their expenditures for the Army’s account. 

My offers to Dr. Kung work out at a rate of around 100 yuan to one 
U.S. dollar on the basis of our Army’s gross figures, around 90 on the 
basis of the Army’s net figures, and around 110 on the basis of Dr. 
Kung’s figures. This is most reasonable to the Chinese, in view of the 
exceedingly low purchasing power of the yuan and of the fact that 
it compares favorably with the black market rate which has risen from 
80 at the beginning of 1944 to 400 recently. 

4, Dr. Kung has been obstinate in holding out for what would 
amount tas an addnions biso om Sga miliona Representatives of State 
an ar have agreed w us that we wou ine the 
Chinese if we gave them this additional sum. O le 


In order to facilitate settlement we informed Dr. Kung that we have 


no objection to his putting in a claim for the cost of the Chengtu air- 
fields on Reverse Lend-Lease, making it clear, however, that we re- 
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garded the lump sum payment we were offering as a final settlement 
of our outstanding obligations. 


(Book 798, pp. 222-248) 


NoOvEMBER 25, 1944. 
11:15 a.m. 


CONFERENCE Wir Doctor Kune 


Present: 
Mr. White 
Mr. Adler 
Doctor Kung 
Mr. Chi 
Mr. Pei 
Mrs. Klotz 

H. M. Jr: Doctor Kung, I sincerely hope that as one of the last 
transactions you and I do as Finance Ministers, but not the last we do 
together for China, that we can get together. And, you see, I am in 
this peculiar position, that I am simply acting as the agent for the 
United States Army. I have no original figures of my own. I mean, 
it isn’t as though we have Treasury bookkeepers, Treasury accountants 
over there, or even Treasury lawyers who have made the contract in 
the first instance. Itis simply I have a letter from Mr. Stimson asking 
me to conduct these negotiations. So I am at a great disadvantage. 

If we had been in this from the first, I think you and I could have 
settled it in five minutes. If you had had your own people—but it is 
very difficult. So I am more or less bound by what General Somervell 
and General Clay tell me and authorize me to pay. It comes out of 
their appropriations, not out of any other. And they have, in turn, 
to explain it to Congress; I don’t. 

Now, I have had your letter, and the reason I asked you to be kind 
enough to delay is, I didn’t have time to go over it with White and 
Adler. Again I find myself in the embarrassing position that the last 
word, you see, that I have had from General Somervell and General 
Clay is that from the first of March to the first of October they have 
authorized me to pay the Chinese Government one hundred and 
eighty-five million dollars for all of the expenditures incurred by our 
Army during that period. 

Now, at that time, I think we met, and General Carter was there, 
and the others—they feel it will take time before the Army auditors 
and your auditors can get together, and there may be discrepancies on 
both sides. After all, we are just as apt to make them as you are. And 
if, when the Army auditors and your auditors subsequently should 
find any discrepancies, why, I think, it was General Clay who said it 
would be perfectly proper for you to put in a claim. 

Doctor Kung: That could be adjusted on both sides. 

H. M. Jr: But as of today, the 25th, I have nothing to offer other 
than this offer, which I made before. That is all the Army has author- 


i do. 
at cet alee Certainly General Clay cannot go over the authority 

f the President, who is your Commander in Chief. From what the 
President wired ‘officially to my Government—he said from March on 
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the American Government would undertake to pay everything, spend 
it for the American account for the American troops. 

Then further he said for the next few months the Army requirement 
probably would be about twenty-five million dollars. And that was 
the figure which General Clay offered at Bretton Woods. And I ac- 
cepted the figure from March to July because that was the wish of the 
President, and why that was brought about—we know for a fact that 
the Army was spending something near that amount up to that time. 
In fact, the February expenditure was much more than that, because 
in February your Army had sold nearly ten million dollars to the 
Central Bank at the official rate. 

And then later you wanted more money, owing to the increased 
expenditures, the rising price, and so forth. You negotiated through 
your Army’s representative, Acheson, and your Ambassador, Mr. 
Gauss. I think at the conference Mr. Adler also was present, and you 
told your case. After I consulted with the Generalissimo and with my 
colleagues, we made a counter proposition. That was, for many, many 
reasons we cannot alter the rate of our exchange. You say twenty to 
one to your dollars, but in relation to our foreign money, including 
British pounds—no other countries have raised any objection. Well, 
of course, they have in the Army there. But our own people, including 
the Chinese laborers who have to maintain their families in China, for 
instance—many Chinese work in this country and earn a little money, 
and each month they have remitted to China through the Bank of 
China to support their father, mother, wife or children. The Govern- 
ment gives them the same rate. Furthermore, your merchant—take 
your moving picture industry—after they have that picture, they get 
so much money, and they want to bring that back to thiscountry. We 
sold foreign exchange, American dollars, tothem. And the American 
prisoners, some missionaries, sold out their things, for instance, a type- 
writer—say they paid a hundred dollars for it before; now they settle 
for probably forty thousand dollars in China, and that means two 
thousand dollars of American money. They all exchange for the 
money they take out of China. Well, we know all of this. Why don’t 
we change the rates? We have inflation, inflation caused by high 
prices. And the Chinese curréncy was based on American currency. 
We have it stabilized. Before the war it was thirty American dollars 
to a hundred dollars. 

Then because we tried to maintain the free market in Hong Kong, 
it gradually depreciated until this stabilization board was established, 
and your own representative, Mr. Fox, had a great deal to do with it; 
a rate was fixed at five cents to a Chinese dollar. Since then we have 
completed it, and we have, owing to your kindness in granting us a 
loan, we have some foreign exchange, and everybody knows that. The 
Government deemed it was unwise to change our rate, because the 
public would say there was no reason for you to do that. If you do 
that, you are going to just depreciate the money to nothing. That is 
why—that would encourage people to hoard, lose confidence in the 
currency, or they will hold back, hoping to get a higher price. That 
would add to our difficulties. That was the reason we explained to 
your representative, saying we could not change the rate at the present 

ime. 
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But the time may come when the Burma Road is open, or a seaport 
is open, and then we shall be able, I hope, by that time, because some 
goods would be flowing into China which would combat the rising 
prices; so if we make a change of the rate it will not affect the finances 
of China enough to hurt it, the economical structure. 

At that time there was really no black market, but when your Army 
came in some of them had sold and that created a black market. We 
could stop that, but at that time we didn’t want to do it because prob- 
ably a mother would send five dollars and a wife might send five dol- 
lars for them to buy something extra. If we force them to sell to the 
Central Bank at the official rate, do you see, they lose it. 

Then there was a smuggling business between China and India— 
the Indian rupee lost value. They wanted to get hold of American 
dollars. Well, the supply from China goes to India—the Indians 
would buy it at a premium so the Chinese smugglers will get that and 
buy precious stones or cigarettes or drinks or perfume or gold. Here, 
again, because of this military transportation, planes, and we trust 
everybody—your Army didn’t want us to have a customs officer in- 
vestigate all that. So that was left as freight. Well, occasionally, of 
course, that created the market for the American dollars. At that 
time the black market was about seventy or eighty dollars while the 
official rate was twenty. But in order to help those people out, the 
Government decided finally to give dollars for dollars. That is, when 
an American dollar was sold to the bank, the Chinese Government 
created a fund—they would give an equal amount to what they sold to 
the bank. Later that was applied to the Chinese who supported 
families. 

But your military expenditure is between Government and Govern- 
ment. The American Government has been generous to help China. 
Therefore, we thought this was the way—and perhaps the American 
Government would be willing to do it. But since you said you are 
spending too much and you want to change the rate, we cannot change 
the rate, so we offered you a fifty percent subsidy. They thought that 
was too little, and they wouldn’t accept that. If the Chinese Govern- 
ment then could see its way, we might offer a hundred percent; maybe 
they think it could be settled. a 

But because we know you are sympathetic—the President of the 
United States realized the common effort to win the war against 
Japan—the Chinese position must be strengthened. To strengthen the 
Chinese military position, you must hold the economic line. 
the economic line is snapped, then everything will be gone. On the 
strength of the President's telegram which said he would pay for the 
Chengtu airfield and other expenses, and so forth, we advanced the 

money. The money advanced by the Central Bank of China 1s not 
from the Government Treasury. It so happened that I am the Gov- 
ernor General of the Central Bank. I can make loans and make ad- 
vances. So I did that. 4 ; 

Now, of course, my Government says I haven’t done the thing right 
and I made a mess of things, so they will dismiss me. And I am dis- 
missed as the Minister of Finance now. So I must so everything 1n 
the proper way; otherwise, they will put me in jail. y 

But Sa see, we are cooperating in a common effort to fight a sae 

mon enemy. You have in the past granted us a loan. This 1 
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account which has been advanced by the Chinese Government, by the 
Central Bank, and they believe this thing would be settled accord- 
ingly, because the President said he would pay for the Chengtu.air- 
fields from the Lend-Lease. 

Now, if General Somervell or General Clay has some difficulty about 
their appropriations—well, the President from the very beginning 
said that could come out from the Lend-Lease fund. And I know you 
had difficulties, because you didn’t have all these negotiations, and you 
didn’t know what happened. So the last time I had occasion to see 
the President, I just asked him what he meant by those telegrams. 

He said it was correct, but about that twenty-five thousand [sic] 
dollars—that was for the military expenses. I just told you, re- 
member, later, one billion Chinese dollars. If that one billion Chinese 
dollars which you required must be bought with American dollars at 
the official rate, that would amount to fifty million dollars alone. So 
your February expenditure would not be twenty-five million U.S. 
dollars; it would be nearly sixty million dollars. That was too much. 
Therefore, the President—I suppose he was probably influenced— 
said, “Well, we will spend about that much.” He said in his telegram, 
“For the next few months the American Army expenditure will be 
somewhere around twenty-five million dollars.” 

Well, now, if you say it is twenty-five million dollars, from March 
you pay nothing. Suppose you say from March on, March, April, 
May, June—four months—that is a hundred million dollars. Do you 
see? Now, if you go on like that to July, August, September, Octo- 
ber—or where do you want to end it, the end of October or November? 

H.M. Jr: Tothe 1st of October. 

Mr. Chi: The end of September. 

Doctor Kung: Well, then that is three months more, July, August, 
and September at the rate of twenty-five million? That would be 
seventy-five million. Seventy-five million and a hundred million— 
that would be one hundred and seventy-five million for your military 
expenditure. That is, of course, saying nothing about the mainte- 
nance of your Army and construction of barracks. The President 
promised that the American Government would pay for it, though 
you didn’t know how much th:ft would be. 

Now, the Chengtu airfield is a separate account. That, the Presi- 
dent already said he would pay for from the Lend-Lease fund. There 
is a telegram he sent, and I have sent that telegram—a copy of that 
for your reference. 

Mr. White: May I make some comments on some of the facts 
involved ? 

H. M. Jr: I think we will wait until Doctor Kung is finished. 

Doctor Kung: That is the history of it. As I have said before, the 
only regret I have is that China, after fighting seven and a half years 
of war, is desperately in need. To begin with, China is a poor coun- 
try. If China were like America or the United Kingdom, Mr. Secre- 
tary, I can assure you that as long I was Minister of Finance I 
would foot the whole bill. That is, Y would fight for it with my 
Government to pay whatever the extra expenditure may be that is 
expended by the American Army in China, because it is a common 
war. If we can do it, well, why shouldn’t we do it. Good will and 
future cooperation are very important. But itso happened that China 
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is not situated in such a position. China has to time and again come 
to America asking for assistance. Before you entered the war you 
couldn't make us a loan, so we sold something—you paid us in ad- 
vance—the tung oil loan. And you gave us five years to pay it back. 
We paid it in two and a half years. Before the war you had to store 
it, and your people advocated burning it, but you gave it to us, and 
we took it and paid for it; even today during the war we suspended 
other payments, but we are still meeting that every year with cash. 

I need not tell you, Mr. Secretary, of our relations since 1 have be- 
come the Minister of Finance and you have become the Secretary of 
the Treasury; from the very beginning our relationships have been 
very pleasant and very happy, and I must say that we have the ut- 
most confidence and faith in each other. 1 appreciate what you have 
done for China; and if there is something that I cannot do for the 
American Army, it is not because 1 don’t have the desire, but it is be- 
cause China is not in the position. We have every dollar we issue— 
that piece of paper money that is printed in this country, we have to 
pay cash for it later after the war, and that is payable on demand. 
What would your merchants say after the war when they sell goods to 
China and they get this paper money and they come to the Central 
Bank for exchange of American currency and we say to them, “Take 
this money to America and spend it. We issued the money on your 
Army account. You never gave us money to redeem this”? What 
could we say or do? 

And I think, Mr. Secretary, you are justified, not based on what 
Clay said—Clay made a trip to China, stayed a few days—I think he 
really doesn’t understand the situation himself —by the principle laid 
down by the President. And if he wired to the Generalissimo, the 
President of China, that between the head of one State and the head 
of another friendly power, who are cooperating—fighting against a 
common enemy—that is something, after all 

H. M. Jr.: May I just say this: We have never questioned the 
President's telegram. Asa matter of fact, the telegram that the Presi- 
gare sent was written in my own office, so I am thoroughly familiar 
with it. 

Doctor Kung: You mean about the Shengtu airport? 

H. M. Jr.: The one the President signed. 

Mr. Adler: The one transmitted to the Generalissimo on January 28. 

H. M. Jr.: The January 28 

Doctor Kung: But there is another one. 

Mr. Adler: From the President? 

Mr. Chi: On the 12th. That was quoted in the letter. 

Doctor Kung: There were two telegrams with regard to the 
Chengtu airfield, one by Marshall, and the other by the President. | 

Mr. White: This is the one, I imagine, he refers to, but there 1s 
nothing inconsistent with that, Mr. Secretary. 

H. M. Jr: On the 12th General Stilwell transmitted to the Gen- 
eralissimo Chiang a telegraphic message from President Roosevelt 
with reference to the Chengtu airfields, part of which reads: “We can 
supply the technical engineering supervision but rely upon you to 
provide the necessary labor and material so as not to draw on ue a 
supply line Stop I'll undertake to make available the O oa 
through Lend-Lease appropriation if that will hasten the comptetio 
of the work on the desired schedule.” 
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‘Well, now, look, Doctor Kung, as I explained in the beginning, we 
have been'over this a number of times, you and I. We here feel, and 
you correct me, White or Adler, if I am wrong, that there is nothing 
in Doctor:Kung’s letter which we received last night which as far as 
we are concerned brought any new light on it. 

Mr. White: That is correct. 

Mr. Adler: Yes. 

H: M. Jr: Now, Ican’t do any more than I have. I am operating 

-here as the agent for Mr. Stimson. I can’t do anymore than I have 
done. We feel, as far as the President is concerned, that we are do- 
ing-what we interpret he wanted done, namely; paying for the Chengtu 
field, and we are paying for it when we offer you one hundred and 
eighty-five dollars. 

Now, that has been our position right along. 

Mr. Chi: That makes the Chengtu airfield only ten million, be- 
cause here twenty-five million dollars a month— 

Mr. Adler: Excuse me, it was only twenty-five million dollars a 
month up to June 30. 

H. M. Jr: After that we suggested twenty a month. 

Mr. White: That very question, Mr. Secretary, was raised in al- 
most the precise form, and General Clay’s*answer to that, not once, 
but several times in the same conference, was that the cost of the 
Chengtu airfield was included in the item bill of the twelve or thirteen 
billion yuan. Doctor Kung questioned that. He said he thought it 
didn’t. 

General Clay said that our figures show it is. That was part of the 
axpenses which the Army was supposed to have been operating under 
and were operating under. So the question has progressed no further 
than it did at that time, in which the Army claims that the figures 
include the cost of the Chengtu field, and Doctor Kung says they don’t. 

H.M. Jr: May I explain to you once more how we arrived at these 
figures in the offer we are making? For March, April, May, and 
June, four months, it is one hundred million dollars. Then we offered 
for July, August and September, twenty million a month. 

Doctor Kung: Mr. O how could we arrive at that? From 
March, April, May, and June, four months, gives you the figure which 
is no more than the figure in Chinese dollars expended for July, 
August, and September. And in some months you will spend more. 
How is that? 

H. M. Jr: 1 can only repeat what the Army told me, that they felt 
that beginning with July our expenditures fell off. 

Mr. Chi: They actually didn’t, Mr. Secretary. 

Mr. Adler: Excuse me, the average for March, April, May, and 
June on our Army figures is approximately three point five billion 
yuan, and for July, August, and September, the average monthly fig- 
ure is approximately two point eight billion. So there is a falling off. 

Doctor Kung: That is four months. 

Mr. Adler: But I am taking the average monthly. The twenty- 
five million a month was offered for the first four months as the aver- 
age, and the twenty million is offered for the next three months. 

here is one other point which has not been made clear, and which 
the Army had in mind when they suggested the twenty million dol- 
lars, that prices were going up all the time, that even if our expendi- 
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tures had not fallen, there would be a justification for a reduction 

from twenty-five to twenty million. Actually on the average monthly 

figures there is a decline in expenditures, too, as well as an increase in 
rices. 

$ Mr. Chi: Butin arriving at that average from March to June, you 

are including the expenditures of the Chengtu airfield. So the whole 

thing hinges on that. 

Mr. Adler: So the next three months—— 

Mr. Chi: If you included the six point three billion and arrive at 
the average, then you will find the expenditures per month in the three 
months from July to September a little higher. 

Mr. Adler: Excuse me, the figures from July to September also 
include the Chengtu figures. 

Mr. White: You see, the Chengtu—the expenditures on the 
Chengtu field declined very sharply so that if he is consistent in his 
position that the earlier figures do not include the Chengtu field—the 
Army says it does—then he is right in saying that the expenditures in 
yuan is greater. But that still leaves the major issue that it does 
include—— 

Doctor Kung: The Chengtu airfield was built—after the finishing of 

the construction—that was kept as a separate account. After that 
you have personnel and additions, and, therefore, you need a little 
more money. But that does not include the construction of the 
airfield. 
_ H. M. Jr: Well, Doctor Kung, I am not arguing; I am simply tell- 
ing you what the Army—what General Somervell, General Carter, and 
General Clay have told me. Now, I just wanted to go through those 
figures, because, as I say, what we have offered you was a hundred 
million dollars for the four months from the 1st of March to the 1st 
of July, and twenty million a month for the three months from the Ist 
of July to the 1st of October, inclusive, or sixty, by which you arrive 
at one hundred and sixty, and then I think the last time the Army 
authorized me to add twenty-five million dollars over the seven 
months period to settle the matter. So we added twenty-five million 
over the seven months period which brought it up to one hundred and 
eighty-five million. 4“ 

Now, I have done all I can do, Doctor Kung. I can only do what 
I am authorized to do. 

Doctor Kung: Is that your authorization by the President or by 
General Clay? Weare dealing with the Government. 

Pe: It is on the basis of figures which the Army has 
supplied. 

H. M. Jr: I am authorized by the War Department. Now, it was 
a very simple matter when you and I started these negotiations; 

they have always been very friendly, and I would like them to stay 
that way. I think I have demonstrated over a seven-year period that 
I am a friend of China’s, but I am a public servant, and I can only do 
so much. 

Doctor Kung: I am in the same position. 

H. H. Jr: Now, we have, unfortunately, not been able to come to 
an ment. I am not authorized to do anything more, so my sug- 
vestion to you would be that you deal directly with Mr. Stimson pnd 
maybe you can get a better deal. Do you see? I would suggest tha 


you deal directly with Mr. Stimson. 
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posi Kung: The President said he entrusted the thing in your 
hands. 

H. M. Jr: Well, you took it out of my hands a little bit, which is 
your privilege, and I think maybe ¡it would be much better if I would 
simply write Mr. Stimson a letter in answer to his, which 1 have here, 
and simply inform him that I have tried my best to get together with 
you with the information which he has given me. I have been un- 
successful. 

Doctor Kung: I haven't been dealing with Mr. Stimson; I have 
been dealing with you. 

The only thing at Bretton Woods is, the issue was confused because 
Ge Clay seemed to think the twenty-five million included every- 
thing. 

Mr. White: He said so several times. It is a specific and direct 
question which arose then and since. You questioned him, and he 
said that, “Our figures which we have submitted to the Treasury upon 
which this arrangement was based of the hundred million includes the 
cost of the Chengtu airfields.” 

Doctor Kung said according to his information they did not. And 
General Clay said that according to his information they did. 

Doctor Kung: Well, the figure now proves it did not. And fur- 
thermore, 1 saw the President. The President said that would be 
paid. “In fact, we propose to pay that, not from the regular Army 
expenditure, but from Lend-Lease.” : 

Mr. White: 1 don't know where that appears. 1 have no informa- 
tion on that score. 

Doctor Kung: You just read that. 

Mr. Adler: He said, “If it hastens——” 

H. M. Jr: “Undertake through Lend-Lease——* 

Mr. Chi: That did hasten 

Mr. Adler: The commitment was made in the January 28 tele- 
gram, the specific commitment. 

Doctor Kung: When the January 28 telegram came, the Chengtu 
airport was an object which was settled before January 28. 

H. M. Jr: Butif you are going to bring Lend-Lease into this mat- 
ter, as far as I know, there is Rothing in their record of any contract 
between Lend-Lease and the Chinese Government for the Chengtu 
airfields. 

Mr. White: All the President meant was, if the funds weren’t avail- 
able he would get funds from Lend-Lease. But the Army said they 
made the fund available, and it gets down to whether our figures in- 
clude the cost of Chengtu as the Army claims or whether they don’t 
as Doctor Kung says. n 

H. M. Jr: I am not questioning Doctor Kung any more than I am 
questioning the Army. But the Army takes one position, and Doctor 
Kung takes another. Now, the Army says you can pay one hundred 
and eighty-five million dollars for seven months for everything. That 
is all I can do. Now, it has taken a lot of Doctor Kung’s time. I can’t 
do ao hine rior m X eme to me that instead of dealing with a 
gentleman like myself it would be much i ctor 
Kung to deal directly with the Army. pegent eea ja 

Doctor Kung: You are not just any gentleman; you are the Secre- 
tary of the Treasury representing the American Government. 
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H. M. Jr: Well, you know Ministers of Finance can come and go. 

Doctor Kung: Well, I am the Minister, but maybe next week I 
won’t be the Minister. 

H. M. Jr: As I say, I feel very badly about this. I have tried my 
best to stretch every possible point. I feel that we have done every- 
thing within the spirit of the message from the President when we 
consider the fact that the Army consistently says that they are paying 
for these fields. As I say, I am the agent or the attorney—whatever 
you call it. Now, I haven’t any Treasury people there. If I had my 
own people, then I could be held wholly responsible. 

Doctor Kung: Mr. Adler was there. 

Mr. Adler: I would like to say that I did not participate in those 
negotiations. I was kept informed of them, but I was not a par- 
ticipant. The State Department and the Army were. 

Mr. White: What the Secretary had in mind is that we don’t have 
anything to do with the compilation of the figures. 

H. M. Jr: Or the contract. I mean, I never saw a contract ne- 
gotiated like this. There is nothing in writing. 

Doctor Kung: The only writing is the President’s telegram and his 
letter, and we just take that as orders. 

H. M. Jr: And the Army’s answer to that is, “We have carried out 
the wishes of the President of the United States, and when we pay one 
hundred and eighty-five million dollars, we are paying for all the 
work.” Now, that is their answer. 

Now, I can’t say to General Marshall or Mr. Stimson, or to some 
other general who is in China, “You don’t know what you are talking 
about,” because I have nothing to base it on. I have got to take what 
they say. I can’t say to this general who is over there—whatever his 
name is—— 

Mr. White: General Hearn. 

H. M. Jr: I don’t even know who the man is. 

Mr. White: To say that their figures are five billion out of the 
way—we have asked them to check up again. They say that their 

. figures include the Chengtu airfield. 

Doctor Kung: What is their total figure? 

Mr. Adler: Thirteen point nine, grors. 

Doctor Kung: For the Chengtu airport? 

Mr. Adler: Four billion, four hundred and sixty-four million. 

Doctor Kung: Four billion—our figure is six, three. Suppose there 
is a difference; we can leave that for further considerations. You can 
settle it either way if there is a discrepancy. But that four billion, 
six hundred million, you see—— . 

Mr. Adler: That is included in the Army's figure of thirteen point 
nine billion. It is not separate. It is included in that figure. 

Mr. White: The thirteen point nine billion includes the Chengtu 
airfields which they list as four billion plus. 

Doctor Kung: Well, we have given the detailed figure to you, and 
that figure was checked by your Army man. You have an Army 

man there. They must O.K. it. 

Mr. White: That is what the Army says. : 

Doctor Kung: Well, we can take that—suppose we take that 


thirteen billion—— 
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Mr. White: From which the Army would like to deduct some taxes. 

Doctor Kung: No taxes. If there were taxes, all right, you can 
deduct that, too. 

Chi, you have the figures. What are the figures ? 

Mr. Chi: Thirteen point, what? 

_Mr. Adler: According to our Army figures, thirteen point nine 
billion, gross. That is up to June 30; and from June 30 to September 
30, their figures are eight point five. 

Mr. White: There is no difference between the figures. Your fig- 
ures and the Army figures are approximately the same. 

Mr. Chi: For the next three months, yes. 

_Doctor Kung: That figure of thirteen, nine is inclusive of the four 
billion, four. 

Mr. Adler: Four, six, four. Yes. 

Doctor Kung: And then the Army offers to settle for one hundred 
and eighty-five million ? 

Mr. Adler: Up to September 30, 

Mr. White: So you will have to add to that. 

Doctor Kung: Well, originally the settlement was from March to 
June, and then from June, another account. Well, now, from March 
to June we settled that; that is the four months according to what the 
President said, twenty-five each—that would be a hundred million. 
Then how much 

Mr. White: The one hundred and twenty-five million is supposed 
to cover the thirteen point nine, gross; twenty-five you got, and a 
hundred million more you were going to get. It is one hundred and 
twenty-five million for the thirteen point nine, gross. 

Mr. Chi: That makes the total two hundred and ten; if we include 
that twenty-five million the total will be two hundred and ten. 

Mr, Adler: Twenty-five million already paid. 

Doctor Kung: No, that is finished. ná 

Mr. White: The thirteen point nine figure includes the one billion. 

H. M. Jr: The point is this, as I understand it; the thirteen point 
nine includes February, and therefore if you include February you 
have to include the twenty-five million we have already paid you. 

Doctor Kung: You can excltade that. 

Mr. Pei: In other words, we are offered one hundred and twenty- 
five million to settle the thirteen point nine. 

Mr. White: That is right, or two, ten to settle the whole thing up 
to October 1st. 

Doctor Kung: Well, what does that represent for the payment of 
the airfields? 

H.M. Jr: What is the point, Dr. Kung? 

Doctor Kung: Well, Mr. Secretary, I think if we are going to 
check the account it will take a long time. I think the best thing 
would be, based on the conversations we had in Bretton Woods, and 
Clay then offered through you a certain amount, and he was willing 
to let the Chengtu airfield be credited to Lend-Lease—then you say 
now that February has been paid, deduct that, you are offering one 
hundred and eighty-five million. 

H. M. Jr: I am not quite clear, are you? 

Mr. White: Yes, he is saying you offered one hundred and eighty- 
five up to October 1st, and General Clay said that they could put the 
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Chengtu airfields on Lend-Lease in Reverse. You haven't answered 
that yet, but that is the statement he has made up to the moment. 

H. M. Jr: The point that was made was this, that the Army kept 
saying that the offer that we were making you at Bretton Woods in- 
cluded the Chengtu airfields. : 

Doctor Kung: You have a record of what Clay said. 

H. M. Jr: Yes, we looked at it before you came in—and you gentle- 
men said it didn’t. Then we said if you wanted to you would have the 
privilege of putting in a claim for the cost of the Chengtu airfield in 
Lend-Lease in Reverse. Is that correct? 

Mr. White: They could put in a claim. 

H. M. Jr: But we were maintaining that when we paid you the 
hundred and twenty-five million dollars for the five months, that that 
paid for everything. That has been the Army’s position right 
straight along. 

Mr. White: That is, the claim, presumably, would be one based on 
re-examination of the figures. If the Army was wrong your claim 
might have some validity. If you were wrong—but that they were 

paying in full, but you could put in a claim for Lend-Lease in Reverse 
for the Chengtu airfields. 

Doctor Kung: Will you please get that record and read what 
Clay said ? 

H. M. Jr: Yes. 

Mr. White: May I read it, Mr. Secretary? (Hands record to 
Mr. Adler.) 

Mr. Adler: (Reading from Bretton Woods Conference of July 16) 
“Going back to what we have been discussing, in this view which you 
have just stated, if we paid you a gross of one hundred and twenty- 
five million now, that would leave remaining the food and lodging, 
and the four billion which you have spent on the Chengtu airfields 
from your own money. We would be willing to accept that with the 
understanding that the four billion dollars would be presented by you 
as a claim under Reverse Lend-Lease. It would have no effect on the 
twenty million dollars for the next three months, which would be paid 
in cash, and for which you would provide us with the yuan we need; 
that we would pay you the lump sur: of a hundred million dollars 
immediately, and in any Reverse Lend-Lease agreement to be affected 
you could in addition to the food and lodging which you would put 
forward as a claim, include also this four billion dollars. 

“Doctor Kung: I wish I would to it, you know. 

“H. M. Jr: Excuse me—may I add one thing that we talked about, 
that in admitting this Chengtu four billion dollar claim we in no way 
prejudice or go back to the cable of the President which we term was 
all-inclusive—we claim that this telegram of the President’s meant 
twenty-five million a month and included the construction of every- 
thing. E CUE 

Now, what we are saying, in view of what you have said, would not 
in any way go back on that. We still hold to this cable, that if you 

wish to put in a claim under Reverse Lend-Lease for four billion ies 
lars, we would raise no objection. Do you mind my making tha 


ion? : 
a acs Clay: That is right, sir.” 
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Doctor Kung: Well, all right. As far as you are concerned, you 
have paid this, but the four billion dollars includes food, lodging 
everything; if I want to claim that in Reverse Lend-Lease, you have 
no objection. 

H. M. Jr: That is right. 

Mr. White: Let's make it clear. The food and maintenance was 
a separate item which we were ready to pay at any time. The Presi- 
dent said we would pay for that, and we were ready, and presumably 
are ready at any time to pay for it. But you indicated —your govern- 
ment indicated—that they preferred to have that in Lend-Lease in 
Reverse. That is a separate item. 

Now, when it comes to the Chengtu airfield, what the Secretary 
says is that you can put in a claim—you know what a claim is. It 
means you say, according to your figures that is outside the Army 
figures, and that this amount of one hundred and eighty-five is a 
complete payment of all the items including the Chengtu airfields. 

H. M. Jr: May I just say this, what General Clay said, and what 
I said at Bretton Woods, which we have just read, of which you have 
a copy, I stand on that. 

Doctor Kung: Well, we can leave that as a claim. 

H. M. Jr: I don’t want to change a word. I gave you that: I said 
that. We stand on that position. We don't retract or withdraw from 
that position. That is perfectly clear. 

Doctor Kung: Well, Mr. Secretary, if that is the position, and we 
will just go back to the original Bretton Woods position, we will 
settle this and according to what you said and I said, leave that as a 
claim, and the Chinese Government will pay that by herself asa Lend- 
Lease, according to what was said. 

All right, today, in order to facilitate the thing, we leave that as 
a claim. 

H. M. Jr: Now, let me see if I understand it correctly. If I under- 
stand what you are saying correctly, you accept what I said, and what 
General Clay said at Bretton Woods, that we have just read, of which 
you have a copy. I reaffirm that position now, and I take it that you 
are accepting that position as it was stated. 

Doctor Kung: Yes. e 

H. M. Jr: Now let me see if I understand it correctly. You will ac- 
cept how many months in payment, so we get that clear? 

Doctor Kung: To the end of September, October 1st, one hundred 
and eighty-five million. 

H. M. Jr: That you will take one hundred and eighty-five million 
dollars until October 1st. And that is in full payment with the under- 
standing with respect to the claim. Is that right? 

Doctor Kung: Yes. 

Mr. Chi: In addition to that, the claim for the Chengtu airfields 
can be put 1n. 

Dr. White: I want to make certain, Mr. Secretary, that you and 
Dr. Kung are in agreement. I presume that you are both using the 
word claim in the sense which we use it in the United States, namely, 
that the Chinese Government could advance the cost of the 'Chengtu 
nirfields as a claim in mutual aid on the basis that such cost had not 
been included in the figures submitted to us by the Army. Whether 
that claim will be recognized or not is a matter to be determined by 
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subsequent examination of the data. In other words, the word “claim” 
does not mean a charge but rather the right to claim that a charge 
should be made for credit to reciprocal aid. 

H. M. Jr: To go a step further so that there can be no misunder- 
standing—Mr. White is worrying, and I am glad he is worrying— 
when we pay over this $185 million we will state that that is in full 
payment for all obligations incurred by the United States Army from 
the first of March to the first of October. 

Mr. Pei: I beg your pardon, Mr. Secretary—with the understand- 
ing that the Chinese Government will put in a claim. 

i. M. Jr: May put in a claim. But you understand, there will be 
on the check or in the letter of transmittal, somewhere will be stated 
that this is in full settlement of all obligations incurred by the United 
States Government during the period—1st of March to the Ist of 
October. 

Then another paragraph will say that if, subsequently, additional 
information comes to light, furnished either by our Army or by the 
Chinese Government, the Chinese Government may submit a claim 
as reciprocal aid. 

Iam trying to paraphrase what I said there. 

Mr. White: The only side question is that I imagine that the 
February expenditures will never come up, because if they do, better 
add the twenty-five and include all expenditures, 

H. M. Jr: Now, wait a minute, Harry. Don’t change the formula. 
The thing that we are really talking about is the 1st of February to 
the 1st of October, inclusive, for which I said we owed the Chinese 
Government two hundred and ten million dollars, of which we have 


paid twenty-five, which brings it to one hundred and eighty-five. 
Is that right? 


Mr. Chi: Yes. 

Mr. Pei: That is right. 

H. M. Jr: Now, we have been over this so often. 

Mr. Chi: That is right. 

H. M. Jr: Now, be awfully sure. I will say it once more. From 
the 1st of February to the Ist of October, inclusive—that is eight 
months—we claim we owe you two hundred and ten million dollars. 
We have advanced you twenty-five. 

Mr. Chi: Yes. Beg your pardon, Mr. Secretary, maybe I am 
wrong—may I make a suggestion? In view of the fact that His 
Excellency will have to go to the hospital soon, and after that if there 
is any misunderstanding, would it be better for us to put something 
in writing right here? ; . 

H. M. Jr: I tell you, I think we can phrase the thing. I will try to 
have the check drawn today, if possible. Now, I think the simplest 
way to do the thing would be to attach to this document that conversa- 
tion of General Clay and myself at Bretton Woods; that will be 

attached to the document, and I will initial it. ] 
Doctor Kung: Yes, what Clay and you and 1 said. 
Mr. Chi: Yes, the few paragraphs Mr. Adler just read. hae 
H. M. Jr: And I will say this is a true copy of the pauweusos on 
and “Dr. Kung can _ it and say it is a true copy. That ca 
heck. 
e fo bae ich as it is a settlement, Mr. Secretary, I gather 


it is a final settlement of the discussions and negotiations, wove bap th 
it 18 


MORGENTHAU DIARY 1373 


be a separate official document that could stand on its own feet with- 
out referring to any past? Dr, Chi and ourselves could draft a docu- 
ment and then see if it is acceptable to both of you, then it could be 
initialled, letting it stand on its own feet as an official document. 

H. M. Jr: I don’t follow you. 

Mr. White: I think we could draft a document which would be 
acceptable to both of you which would be an official document, wind- 
ing this up, standing on its own feet. 

Doctor Kung: I think what the Secretary said is all right. 

H. M. Jr: No, I would like to have the conversation at Bretton 
Woods attached because that is what-we are settling now. It can be 
an exchange of letters, but I want to refer to that conversation. 

Doctor Kung: Yes, I think we had better have that attached. 

H. M. Jr.: Is there any reason why that can’t be drawn ? 

Mr. White: No, we can draw that. We can make certain that the 
document itself, the exchange of letters, contains precisely what you 
have agreed this morning. 

H. M. Jr.: I mean, can’t the Army draw that check today ? 

Mr. White: I see no reason why they can’t. I don’t know what their 
routine is. 

H. M. Jr.: I would have to ask if they have that much money in the 
bank. 

Doctor Kung: No, we want the money to be left here for future 
payment in America. That money won’t leave America. 

H. M. Jr.: Will you buy some bonds from me? i 

Doctor Kung: All right, I will buy bonds from you! 1 will buy 
a hundred million dollars' worth of bonds from you. ; 

H. M. Jr.: Sold! Well, Dr. Kung, nothing makes me happier than 
as the last official act as Minister that we should come to a successful 
agreement. I know that you will continue to play a very important 
part in the life and reconstruction of China, and I hope that when you 
do that there will be some little way that I can be of help to you., 

Doctor Kung: Thank you. You may be sure 1 will cooperate with 
you whether I am Minister of Finance or not. 

H. M. Jr.: Well, I am sure you will play a much more important 
role. 

Doctor Kung: Well, I have to get rid of the ailment I have. When 
I go under the doctor’s knife two or three times I don’t know what 
may happen. y 

a M. Jr.: Well, you will come out a stronger man, with a new 
life. 

Doctor Kung: Thank you. ] 

_H. M. Jr.: And as I say, I hope in the future that I can in some 
little way be helpful to you personally, or to your government. 

Doctor Kung: Thank you. You have been, and 1 appreciate that. 

H. M. Jr.: Well, I have tried my best but I haven't been a free 
agent, and I think you understand that. 

(Suncommrrreg Nore.—The following material, which appears on 
pages 247 and 248 of the Diary, 1s preceded by a handwritten note as 
follows: “Original, verbatim, pp. 21 and 22 of Kung conference of 
11/25/44—11:15 a.m.” It bears, in handwriting, various changes 
which may be identified by a comparison between the following mate- 
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rial and the new draft which appears at page 1371 of this document 
beginning with the sixth paragraph from the end of the page. 
Doctor Kung: Yes. 

H. M. Jr: And will accept how many U.S. dollars for how many 
months in payment, so we get that clear? 

Doctor Kung: To the end of September, October Ist, one hundred 
and eighty-five million. À pe 

H. M. Jr: That you will take one hundred and eighty-five million 
dollars until October ist. And that is in full payment—well, it is on 
the formula that is stated by Clay and myself. Isthat right? 

Doctor Kung: Yes. 

Mr. Chi: In addition to that, the claim for the Chengtu airfield 
can be put in. 

Mr. White: I want to make certain, Mr. Secretary, that you are 

in agreement. A claim for the Chengtu airfield, putting on Reverse 
Lend-Lease, I presume we are using the claim in the sense we use it 
in the United States, that they could advance that as a claim in the 
sense it was not included in the figures by the Army. Whether it is 
recognized as a claim or not is a matter for subsequent examination of 
the data. In other words, the claim is not an entry, but the claim 
to make the charge. 
_ H. M. Jr: To go a step further, so there can be no misunderstand- 
ing—Mr. White is worrying, and I am glad he is worrying—I think 
there was some place where it was said—now, 1 will have to do my 
thinking out loud—that when we pay over this one hundred and 
eighty-five million dollars, the Army will say that this is in full - 
payment for all obligations incurred by the United States Army from 
the 1st of March to the 1st of October. 

Mr. Pei: I beg your pardon, Mr. Secretary —with the understanding 
that the Chinese Government will put in a claim. 

H. M. Jr: May put in a claim. But you understand, there will be 
on the check or in the letter of transmittal, somewhere will be stated 
that this isin full settlement of all obligations incurred by the United 
States Government during the period—1st of March to the ist of 
October. a 
_ Then another paragraph will say that if, subsequently, additional 
information comes to light, furnished either by our Army or by the 
Chinese Government, the Chinese Government may submit a claim 
through Lend-Lease in Reverse. 


Mr. Chi: Thatis right. 
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H. M. Jr: Now, be awfully sure. 1 will say it once more. From 
the 1st of February to the 1st of October, inclusive—that is eight 
months—we claim we owe you two hundred and ten million dollars. 
We have advanced you twenty-five. 

(Eprror’s Nore—The Diary includes two almost identical copies of 
the above meeting. Only the one that appeared to be the most com- 
plete is printed here. The other copy is available in the subcommit- 
tee's files.) 


(Book 799, p. 103) 
Treasury DEPARTMENT Division or MONETARY RESEARCH 


Date: November 27, 1944 
To: Mr. White 
From: Mr. Adler 

I saw Mr. Gauss on Saturday evening. He is extremely pessimistic 
abou‘ the situation in China. Whereas previously, he said the situa- 
tion in China was deteriorating, now it is disintegrating. There is 
nothing to stop the Japanese from taking Chungking. He very much 
doubted whether the Generalissimo would make an agreement with 
the Communists in the absence of which, the odds are against the 
survival of the Central Government. His feeling seemed to be that 
China would go Communist. r 

I told him what our policy had been with respect to the transfer of 
gold to China and he expressed full approval of it. 


(Book 799, pp. 135-139) 


NovemBER 28, 1944. 
3:30 p.m. 


BRITISH Lenp-Lease-e CHINESE LOAN NEGOTIATIONS 


Present: 
Mr. White 
Mr. Adler 
Mrs. Klotz 


Mr. White: Here is the letter. We got the State Department’s 
initial. 

H. M. Jr: Has O’Connell seen this? 

Mr. White : O'Connell has initialled it, yes. 

H. M. Jr: Did you put any bouquets in here? 

Mr. White: Not in this document. (Refers to letter to Dr. Kung, 
attached.) i 

Mr. White: This is the memorandum to the President. I gather 
you want to hold that until we get the Army's approval. (Refers 
to attached memo to the President.) 

H. M. Jr: Oh, yes. Will you relax, please, while I take a minute 
to read this? Did we agree to sweeten the twenty-five million at 
Bretton Woods? 

Mr. Adler: We agreed to offer them that. 
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H. M. Jr: The only thing 1 think we should add to this thing is 
a photostat of Stimson's letter to me which asks me to do this thing. 

Mr. White: We referred to that. 1 took it out for this reason, Mr. 
Secretary. The Treasury participated in a major fashion in the 
negotiations long before Stimson sent you that letter. Almost every 
meeting was held here in the Treasury on the matter, in Bell's office, 
so that it would be kind of curious to say that your interest stems from 
that letter. 

H. M. Jr: Shall 1 date this tomorrow ? i 

Mr. White: It should be dated the 25th because he is no longer 
Finance Minister on the 26th, see ? 

H. M. Jr: I think I had better date it the day I sign it. 

Mr. White: The memorandum for the President, I guess, can be 
dated the 26th. 

Mr. Adler: The letter shouldn’t go until the Army has initialled it. 

H. M. Jr: No. 

What about the English, now ? 

(Mr. Adler leaves the conference.) 

Mr. White: Now, this is a rewrite. Here is the latest draft sug- 
gested by Crowley—some changes, exclusive of the marks in red 
crayon—the red crayon marks, I added. 

H. M. Jr: Hasn’t Luxford helped on this? 

Mr. White: No. 

H. M. Jr: Here is the latest draft suggested by Crowley. What 
about these suggestions that came in ? 

Mr. White: Those I put in red crayon. 

H. M. Jr: He wants them out? 

Mr. White: One major paragraph he wants out, but I have indi- 
cated in red brackets what he thought should go out and added in red 
crayon what he thought should be added. That long paragraph which 
you had suggested should be in 

H. M. Jr: Do you want it out? 

Mr. White: He says he doesn’t see what it adds. 

H. M. Jr: This is fairly important; it is the result of nine weeks’ 
work. I will read out loud the paragraph he wants out. The rest 
Is practically all the same, isn’t it? e 

. White: That is right. 

H. M. Jr: (Reading from attached memorandum, dated November 
28, 1944) “After the defeat of Germany the United Kingdom and 
the United States will both use all the fighting power that is required 
for the earliest possible defeat of Japan. It is likely, however, that 
both the United Kingdom and the United States will be able to recon- 
vert part of their resources on an equitable basis to meet essential 
civilian needs in the period between the defeat of Germany and the 
defeat of Japan. As a result of such a partial and equitable reconver- 
sion there will be some improvement in the conditions of life of the 
British people. For six years, first standing alone against the enemy 
and later fighting alongside our own forces on battlefields, on seas and 
in the sky all over the world, they have endured privation in diet, had 
their houses destroyed about them and have been sent to distant parts 
i f the country to work wherever the needs of war called them. After 

c defeat of Germany, it is necessary that their inadequate diet be 
the sea temporary emergency housing be provided, and such other 
po E adopted as may assist in some degree their present extremely 


rigorous Way of life.” 
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“Rigorous,” that is a poor word. 

Mr. White: Yes, for that purpose. Some better word can be found. 

H. M. Jr: Like “emaciated,” or something. 

_ Mr. White: But rigorous is something that is good; we want to 
indicate something bad. 

H. M. Jr: (Continuing) “This Government believes that a program 
which will help in achieving this objective is a matter of necessity for 
the most effective prosecution of the war against Japan, and that it 
expresses in some measure the common bond which has carried our 
countries through the hard days of the war to approaching victory.” 

Well, I am going to insist on it. 

Mr. White: His comment is that he doesn’t see what it adds. 

I read it rather hastily, but let me just read his thing. His sug- 
gestion about the Committee, not the Government, I think is a good 
one. He doesn’t want to refer to Quebec. 

H.M. Jr: His stems from Quebec. 

Mr. White: I don’t know why there should be any objection to it. 
It can be deleted. 

H. M. Jr: I personally like it. It again shows one of the reasons 
why I went up there. That is why Hopkins doesn’t want it, you see. 

Mr. White: Well, that can go in. 

H. M. Jr: Where do we go from here? 

Mr. White: I suppose we ought to send a little note thanking him 
for his excellent suggestions. Maybe they are not taken, but that is 
all right. Then I will just clear this with Cox. 

H. M. Jr: What about Hopkins? 

Mr. White: Well, we can send him a finally completed copy and 
say, “This is it.” 

H.M. Jr: Let’s see. 

Mr. White: If he changes it 

H. M. Jr: Aren’t they going to do it in the House on the 29th? 

Mr. White: You see, we decided that this should be given out the 
day before a similar statement is given out there, and the day after 
the British White Book. Now, that was in the morning's paper, So 
tomorrow would be the appropriate time. Cox was going to get the 
exact timing by consultation with the British. 

H. M. Jr: I suggested to Crowley that a press conference be held. 

(The Secretary holds telephone conversation with Mr. Hopkins, 
as follows:) . $ 

[The telephone conversation was considered not essential to this 
study and is not printed here.] 


(Book 800, pp. 241, 242) 


[Paraphrase of telegram received] 


From: American Embassy, Chungking 
To: Secretary of State, Washington 
Dated: November 29, 1944 
No.: 1918 
Declassified 

Continued Chinese defeats in South Ch 


_ UO! : ; ina have ¢ iolent reac- 
tion in the financial market in Chung edo 


king during the week which 
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ended November 25th, with a temporary rise to heights without prec- 
edent of open market quotations for gold bullion, Chinese Govern- 
ment U.S. dollar savings bonds and certificates, and United States and 
Indian currency notes. Although several Chinese bankers anticipate 
that additional reverses might result in a repetition of what they 
termed a panic, confidence was regained by the end of the week to some 
extent, reported to be due to reassuring statement made by General 
Wedemeyer that great effort would be made to hold Kunming. 

Bankers stated that factors for the quick rise in rates for United 
States currency notes (peak CN dollars 680 to U.S. dollars 1) and for 
gold bullion (peak CN AE 36,000 selling per ounce 1/32 kilogram) 
include the following: (A) Local Chinese who are wealthy wish to 
convert fapi into more portable and more stable mediums for pur- 
poses of possible evacuation and for hoarding; (B) Operations on a 
large scale by speculators who, due to stability in prices, have lost 
interest recently in financing the hoarding of commodities; (C) De- 
mand from occupied areas which is great; (D) The continued pur- 
chases which Chinese going abroad have made. 

The increased demand of Chinese Government U.S. dollar savings 
bonds and certificates at higher prices is also reported to be caused 
by the foregoing. 

Bankers state that factors resulting in decline in quotations by the 
end of the week include the following: (A) The reassuring statement 
made by General Wedemeyer; (B) The untrue reports circulated pre- 
sumably by large speculators with regard to landings by Americans 
on the coast of China; (C) The tightness of the money market, in part 
caused by losses which speculators who attempted to cover forward 
positions sustained. 

The commodity price structure was not affected by the flurry in the 
financial market, for while eggs advanced in price, this being attrib- 
uted to shortage, the prices of pork, beef, and rice remained stabilized. 
During the week there appeared no change of note in the prices for 
local commodities which were purchased by the United States Army. 
An increase in the quantity and the variety of consumer commodities 
offered for sale at retail resulted from dehoarding during the week. 
There was a moderate decline in prices, for American sulfa drugs and 
vitamins. 

Quotation for rupees stayed unchanged at 150 to 156 from Novem- 
ber 20 to 27, in spite of a decline in the rates for United States cur- 
rency notes (from 528 to 450 for notes for smal] denomination and 
from 540 to 470 for notes of large denomination). While quotations 
for large Chinese Government U.S. dollar bonds (500-1,000) held firm 
at about 240 to U.S. dollars 1, quotations for Chinese Government U.S. 
dollar savings certificates dropped slightly, from 385 to 1 on the 20th 
of November to 350 to 360 on the 27th of November. 

It is reported that United Clearing Board made an attemnt last 
week to secure fapi at 370 per U.S. dollars 1, but due to the fact that the 
rate was considered too high, the transactions were reported to be 
icon for the rise in the selling price of gold bullion in the 
open market is attributed to purchases by speculators, in part for 
hoarding and for resale to occupied areas, also to rumors that the offi- 


ial selling price will be newly increased. Although the latter stayed 
cla 
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at CN dollars 24,000 (which included twenty per cent surcharge in the 
form of a compulsory purchase of rural welfare savings certificates), 
from November 20 to November 27 there was an increase in the open 
market selling quotation from CN dollars 31,500 to 34,000. 

Chinese bankers stated that tightness in the money market of 
Chungking is partly responsible for the slack demand for the U.S. dol- 
lar savings certificates and bonds mentioned above and for the decline 
in present demand for Indian and U.S. currency notes. 

There was an advance from 8.4% per month on November 20th to 
9% on November 27th in the interest rate for short-term commercial 
loans. 

Developments in the financial market were reported factually by the 
local press, and in order to curb speculation by absorbing floating capi- 
tal the press urged increasing the official selling price of gold. 


ACHESON. 
DCR: LCW  12-1-44 
CR 


ef: copy 
12-644 


(Book 800, pp. 250-252) 
From: Mr. White. 

The matter is not entirely complete, although they have all the 
signatures it is necessary to have confirmation from the State Depart- 
.ment and after taking the matter up with Mr. Gaston it was thought 
that publicity at this time would be a bit early, as the consequences 
might be adverse and felt further that they could hold off for a 


little while. 
Saguaro Lake RANCH, 
Mesa, Arizona. 
Dear Harry: I wish you would find a way to officially break the 
story that we have settled with China. That in paying them in dollars 
instead of yuan (which was my idea) I have saved the taxpayer 
millions of dollars. Talk it over with Gaston. Consult State Depart- 
ment and Kung and Army.  ? 
Henry MORGENTHAU, Jr. 
(Given to Mr. White via phone 6:18 p. 11-30-44). 
All papers have not been signed, but expect to have it completed 
on Friday and it (sic) handle everything along the lines that the 
Secretary suggests— 


(Book 801, pp. 262-274) 
Treasury DEPARTMENT ÍNTER- OFFICE COMMUNICATION 


Date: December 8, 1944 
To:-Secretary Morgenthau 
From: Mr. White 
I am appending memoranda prepared by Friedman who has just 
returned from China, submitting oral messages sent to you from 
1. General Hurley 
2. Dr. T. V. Soong, together with letter 
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3. Dr. Sun Fo, son of Dr. Sun Yat-sen and President of the Legis- 
lative Yuan ] 

4. Chou En-lai, second man in the Chinese Communist Party 

5. General Wedemeyer, who has replaced General Stilwell as Com- 
manding General of the Chinese Theater 

6. Madame Sun Yat-sen. ; ‘i ' 

I think that you would be interested in talking to Friedman per- 
sonally about the current Chinese situation. 


GENERAL HurLey's MESSAGE TO SECRETARY MORGENTHAU 


The following message for the Secretary was obtained orally in 
interview with General as on November 15, 1944. 

General Hurley says that he had been given a three-fold mission in 
Chungking by the President: (a) to maintain the present government 
and work through the Generalissimo; (b) to keep China in the war, 
and (c) to unify the Chinese Army for a more effective war effort. 

He feels that Chungking Government consists of people who are 
“traditionalists” in that they take the position that the Japanese, 
even if they do win, will, like other conquerors in the past, lose in the 
end because they will be absorbed into the Chinese society. Moreover, 
they are interested only in preserving their own position. They claim, 
he said, to be pro-democratic and to favor the introduction of demo- 
cratic processes. Actually, they are fascist and favor dictatorship 
and refuse to make concessions to achieve unity. As for their attitude 
on the United States, they regard the U.S. taxpayer as a “sucker” 
and despite the difference in situation, speak of deserving aid in the 
pe pmide given to Great Britain and to Russia. 

for the Communists, in his opinion, they are “the only real 
democrats in China” and favor multi-party government. He then 
cited his much repeated statement that in his discussions with Molotov 
in Russia, Molotov had made the point that the Chinese Communists 
were not real Communists and that, in reality, they were equivalent to 
the farmer-labor group in the mid-West. He said that the Americans 
did po: understand the Chinese Communists and for what they really 
stood. E 

The Communists, General Hurley said, had done a better job of 
organizing for war than had been done by the Chungking Govern- 
ment. They favor the unification of Ching and the Chinese armies 
and had “offered a fine, liberal program to achieve unity.” The Com- 
munists, he was sure, did not get Russian support. 

With regard to the current negotiations on Communist-Kuomin- 
tang relations, General Hurley said that the Communists were fully 
prepared to cooperate in achieving a settlement and he already had 
their adherence to his proposals. He now needed the agreement of 
the Kuomintang group which had been appointed by the Generalis- 
simo to handle the negotiations, in which T. V. Soong is the main 
figure. With regard to Soong, he felt that he was a “crook” but that 
didn't disturb him since he felt that in the environment of China 
wherein there was no such things as the Golden Rule, the Ten Com- 
mandments, Bill of Rights, Deslaration: of Independence, it was not 
E urprising to find that their leading politicians were crooks. 
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He said that he expected to achieve the desired unity in a month or 
so or else he was “greatly mistaken” since he already had the Com- 
munists on our side and expected the others would come along. 

With regard to the removal of General Stilwell and Ambassador 
Gauss, he said that they had had a “static” approach to the China 

roblem; out of sheer disgust they favored “pulling the plug and al- 
owing the show to go down the drain”. This was not his mission. 

We also discussed the financial negotiations going on in Washing- 
ton and he said that he fully approved of the position being taken by 
the Secretary. 

He concluded by sending his best regards to the Secretary and em- 
phasizing that he felt the political situation in China would be con- 
siderably improved in the very near future. 


Messace From Dr. T. V. Soone TO Secretary MORGENTHAU 


At a private lunch with Dr. Soong on November 8th, Dr. Soong 
asked that the following message be relayed orally to the Secretary, 
together with letter which is being attached hereto. 

He said that the situation in China was “mending” and that there 
would soon be many major changes and reforms in the military and 
economic situation and in the political relations with the Communists. 
He said that he was not worried about the situation but rather was 
“serene” because the “bottleneck” had finally been passed. He was 
also expecting an improvement in the relations with Russia. He said 
that future world peace depended on ability to get along with Russia. 

Until now the situation in China had been bad. Changes necessary 
for improvement had been held up by the non-removai of General 
Stilwell. He had urged Stilwell’s removal a year ago and said that it 
had been the reason for his returning to China in October 1943. Presi- 
dent Roosevelt had displayed great courage in removing General Stil- 
well on the eve of the election. Ky 

He said that the present relations between the Generalissimo and 
General Wedemeyer were very good and that they were having daily 
informal conferences unlike in the case of General Stilwell. Stilwell 
and the Generalissimo had seẹn each other infrequently and on a 
formal basis. 

He emphasized the fact that China and the United States had need 
for each other, particularly in the post-war period. He said that the 
United States had need for a strong united democratic China. He 
expressed cynicism about the talk of China being treated as one of the 
Big Four powers and said that in a way such talk was insulting since 
China's position would depend upon her internal strength and that 
external aid was necessarily of minor importance except in the short- 
run. Thus, there is no necessity for anyone to say that Russia was 
one of the Big Four because obviously she is, while in the case of 
China it is a matter of potentialities and China would be one of the 
Big Four if necessary internal developments took place. 

He concluded by sending his best regards to the Secretary and said 
that he was looking forward to seeing him. He hoped to be in the 
United States within two or three months. 3 
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Messace From Dr. Sun Fo TO SECRETARY MorGENTHAU 


The following conversation was held with Dr. Sun Fo on or about 
October 31st. Dr. Sun Fo is the son of Dr. Sun Yat-sen and the Presi- 
dent of the Legislative Yuan. a 

It reflects his reaction to the recall of General Stilwell and Ambas- 
sador Gauss. The Ambassador's recall had not yet been announced 
but was known to such well-informed Chinese as Dr. Sun Fo. Dr. 

Sun Fo said that he was glad to send the following message orally 
to the Secretary and that he was sure that it would be kept completely 
secret since the consequences of any publicity would be very drastic. 

Dr. Sun was very pessimistic about the situation in China. He said 
that Free China was undergoing a wave of reaction which was stifling 
even the small amount of political freedom which had come into being 
during the period of the Peoples’ Political Council meeting in Sep- 
tember. Thus, the meetings which had been called by the Democratic 
League to discuss constitutional reforms were no longer being held 
since it was now necessary to receive prior police permission to hold 
all meetings. This meant that all meetings were attended by spies of 
the government and, as a result, people were afraid to attend. More- 
over, all talk of coalition government was forbidden and nothing could 
be said about it in the press. 

The Generalissimo was in a more recalcitrant mood than ever and 
was feeling in a very strong position because he had been able to force 
the removal of General Stilwell. The Generalissimo now felt that he 
had nothing to fear from American pressure and that he need not live 

up to prior commitments on political reform. 

The Generalissimo favored a military solution to the Communist- 
Kuomintang conflict rather than a political one. Thus, only the day 
before, Dr. Sun had been told by a General in command of the Kwang- 
tung area that he had discussed with the Generalissimo the problem of 
what to do about the Communists in Kwangtung. The Generalissimo 
had replied that the General should use his troops to attack and wipe 
out the Communists and the Generalissimo had not been swerved in 
his attitude on this problem by having the point: made to him that this 
would mean cessation of resistance aguinst the Japanese in this area. 
In the opinion of Dr. Sun, such a policy was suicidal for the Kuomin- 
tang and the Chungking Government. 

The Chinese Communists were spreading into the area which were 
being lost by the Chungking Government and already were very influ- 
ential in the Southeastern provinces. Within a short period of time— 

within six months—the Communists would be relatively so strong 
that they could completely ignore the wishes and desires of the Chung- 
king Government. The Communists knew this but because of their 
eagerness to prosecute the anti-Japanese war they were willing to 
enter into a coalition government at the present time which would pre- 
serve the Generalissimo as we head of state and keep the Kuomintang 
i olitical party in China. E 
RAREN mE was formed China in the post-war 
od would be Communist-dominated. On the other hand, if a co- 
E vovernment was formed it could be expected that post-war 
AA L 1 develop along democratie lines similar to the United 
eee Tt all de pended upon the willingness of the Generalissimo to 
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make the necessary change but since the small group closest to him 
such as Ho Ying-chin recognized that coalition government meant the 
end of their influence, they were bitterly opposed to it and were con- 
sistently advising the Generalissimo against it and the Generalissimo 
was now following their advice. 

In the opinion of Dr. Sun the removal of Stilwell and Ambassador 
Gauss were great blows to the cause of Chinese unity and considerably 
diminished the possibilities of needed political reform. He expressed 
sympathy with the Commuinsts unwillingness to hand over their 
armies to the control of the Chungking Government until necessary 
democratic reforms had taken place since this would end the hope of 
democratic reform, as the Communists and their armies were the chief 
forces making for democratic reform in China. 

At present, the influence of such liberals as himself was practically 
nonexistent, and their future was extremely uncertain. It was ex- 
tremely important that the American Government continue its policy 
of pushing for democratic reforms, national unity, reorganization of 
the Chinese armies, and activization of the Chinese armies. 

The formation of a truly coalition government, he said, was essential 
for Chinese morale. At present, nobody wanted to fight the Japanese 
if it meant fighting for the corrupt Government in Chungking. The 
students, for example, were refusing to volunteer on these grounds. 
A coalition government would change this drastically and immedi- 
ately. It would mean the revitalization of the Chinese war effort. 


Interview Wirn GeNeRaL Cuou En-Lar AND His MESSAGE TO 
SECRETARY MORGENTHAU 


On the evening of November 13 I received an invitation to have a 
private discussion with General Chou En-lai the following morning 
at 9:00 o’clock. General Chou is one of the three principal leaders 
of the Chinese Communists. General Chou En-lai had come down to 
Chungking from Yenan about two or three days before at the request 
and under the protection of General Hurley. His presence in Chung- 
king was still a top military secret and the invitation to myself to 
see him was the first extended to any civilian representative of the 
American Government in Chungking. (I don’t know if any others 
received invitations since I left Chungking soon after.) It undoubt- 
edly reflected the fact that in the opinion of the Chinese Communists, 
as in the opinion of other Chinese, the Secretary is the No. 2 man in- 
the American Government and the Chinese Communists, like the 
other Chinese, are eager to have his good will. 

In addition to Chou En-lai and myself there were present his 
interpreter and one of the Communist officials in Chungking (Wang 
Ping-nan) who left soon after the conversation began. Despite the 
presence of an interpreter, however, the conversation was carried on 
in English between General Chou and myself. It was made clear to 
General Chou that what he would say would be transmitted to the 
Secretary and General Chou said that he understood this perfectly 
and would be glad if it was. 

We first talked about the economic and financial situation in the 
Northwest; the economic policies of the Yenan Government and the 
possibility of economic and financial reorganizati À d 

ganization of the areas under 
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the Chungking Government. Then we discussed the political situa- 
tion. However, because of the greater immediate interest in the 
political statements made by General Chou, that part of the conversa- 
tion is herewith given first. i 

With regard to the political situation, General Chou said that the 

purpose of his trip to Chungking was to help bring about the unifica- 
tion of China on the terms laid down in his October 10th speech, copy 
of which, together with some other material he gave me at this point. 
He said that the Communists were in favor of the prosecution of the 
anti-Japanese war but that they would not swerve from the basis 
which was laid down in his October 10th speech. They had waited 
eight years since the Sian Incident for the necessary democratic reor- 
ganization of the Chinese Government and they now felt that the 
objective situation made possible major changes within the year. 
(He refused to be pinned down as to whether within the year meant 
in 1944 or within the next twelve months.) He felt that with the 
aid or “our American friends” unity would come sooner. If his 
mission was successful, he would return to Yenan but only tempo- 
rarily; if his mission was not successful he would return to Yenan 
permanently. 

However, he said, if the present Government remained “unrecon- 
structed” the Government in Yenan, as the representatives of 90 
million people or more would have to ask for separate representation 
with regard to such things as international conferences, etc. 
course, the Yenan Government favored international cooperation in 
the financial field as well as in the political. He concluded by extend- 
ing the invitation of his Government to the Treasury representative 
in Chungking to come to Yenan for personal investigation of the 
situation there. 

Throughout the conversation Chou En-lai spoke in the tenor of a 
responsible government official and never indicated any doubts that 
his party would be part of the ruling group of China in the years to 
come. 

With regard to the economic and financial situation, Chou stressed 
the need in the Northwest for foreign technical assistance, capital and 
machinery. He emphasized the fact that the guerrilla areas receive 
no outside help except what they were able to capture from the 
Japanese. 

Production in Northwest China, he said, could be increased imme- 
diately with a comparatively small amount of foreign equipment. 

With regard to the possibility of permanent economic development 
of the Northwest areas, he said he thought there was a basis for devel- 
opment of certain industries such as salt, chemicals and cotton. 

The possibility of the application of the small unit type of produc- 
tion being used in the Northwest to the large cities in North and 
Eastern China was discussed. General Chou said that the economic 
reorganization of these cities after their liberation would necessitate 
a change in economic techniques. Small units would be used in the 
countryside but large scale production used in the cities. , 

The question was raised as to the possibilities of increasing pro- 
action in Free China. He said that in his opinion, if his Govern- 
a the power and authority to make the necessary changes, 

production could be markedly increased in six months. What was 
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basically needed was a democratic reorganization of the Government 
and of the existing bureaucracy. 

With the end of the blockade, the Northwest, he said, could actually 
provide the other parts of Free China with such things as woolen 
cloth, thereby alleviating the grave economic situation in these areas. 
The fundamental approach to China’s economic problems was to 
Increase production and improve transportation. 

With regard to China’s post-war position, her greatest economic 
need would be for foreign capital. In this connection, he said that 
the Communists were prepared to permit foreign ownership of Chinese 
industries, etc. under Chinese laws and that their plans called for the 
existence of three types of ownership: (a) national, (b) private 
owned Chinese, and (c) foreign owned. He said that they recognized 
the need for peace and security to attract foreign capital and that this 
would be achieved by the democratic reform of China which would 
end the fear of civil war. He stressed the fact that China needs a 
long period of internal and external peace. Moreover, China had 
to participate in international economic and financial organizations 
if she was to overcome her present backward state. 

He ended the discussion of the economic situation by stressing the 
point that the Chinese Communists did not feel that the socialization 
of industry was the proper form of economy for China and that 
China's industrialization would take place within the framework of 
capitalist economy. 


INTERVIEW WITH GENERAL WEDEMEYER 


General Wedemeyer replaced General Stilwell as the Commanding 
General of the China Theater. 3 

I called on General Wedemeyer on November 14th to tell him that 
I was returning to the States and that Mr. Adler was returning te 
Chungking. : 

We discussed the financial negotiations and he said that he favored 
a firm attitude in negotiations. He did not fear the effects of such a 
firm attitude even if it resulted in an attempt to blackmail us by 
refusal to advance funds. If this happened, he would refer the matter 
to the President. I informed him that the Treasury’s attitude had 
always been to be as fair as possible to the Chinese, but always to 
refuse to be blackmailed. 

“General Wedemeyer said that he was looking forward to Mr. Adlers 
coming and would consult with him on all financial matters and would 
be glad, as in the case of myself, to receive suggestions and advice 
on all matters relating to the financial aspects of the U.S. Army's 
activities in China. i 

With regard to the military situation, he said that the situation 
was deteriorating but it was not hopeless and that he had not given 
up hope of having China make an important contribution to the 
winning of the war. 


Interview Wrra Mapame Sun Yar-sun 


Madame Sun was very pessimistic about th iti ituation in 
China. She felt that it all hinged on the SET ete ae Uca 
simo to change his position and she did not see any great likelihood 
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of that. She tended to deprecate the American role in bringing 
about a solution of the Communist-Kuomintang problem and indi- 
cated that she didn’t think we were prepared to go beyond exchang- 
ing cables between Chungking and Washington. She clearly indi- 
cated that she felt that the Chungking Government was not in- 
terested in fighting the war and because of that wonld not be 
interested in a coalition government with the Communists who were 
interested in fighting the war. (At the time she gave no indication 
of knowing about the impending cabinet changes.) She scoffed at 
the idea that China's military defeats were due to lack of American 
aid and said that the Chungking Government was not interested 
in using the military equipment it received against the Japanese. 
Because of the presence of an outside party (social caller who did 
not have enough sense to excuse himself and leave), I did not ask any 
questions. I was later told that Madame Sun had expressed regret at 
our not having had a completely private talk. 


(Book 802, pp. 1-3) 
Treasury DEPARTMENT ÍnTER-OrrICE COMMUNICATION 


Date: December 9, 1944. 

To: Secretary Morgenthau. 

From: Mr. White. 

Subject: Some Matters Requiring Your Attention. 

1. There are a number of unfinished items of business remaining 
from the Lend-Lease discussions of the Joint Committee, some of 
which require decisions and some of which require action by you. The 
material is ready for your consideration. 

2. A preliminary draft of a bill on Bretton Woods agreements to 
be introduced in Congress in January has been prepared in the Treas- 
ury and is now being discussed by the Technical Committee composed 
of various agencies. (Copy of this preliminary draft is appended.) 

There are several decisions of some importance which you will have 
to make with respect to the provisiors of this bill, and it would be 
helpful if you could set an hour aside to discuss those points with us 
before we get very far in our discussions with other agencies. 

Congressman Spence telephoned and urged that you take prompt 
action to see that the legislation is assigned to his committee in the 
House and Senator Wagner’s committee in the Senate. He said he 
was very much disturbed by the move on foot to assign these bills to 
the Foreign Affairs Committee. 

3. Kung has said that he would like to settle payments due China 
for Army expenditures in yuan for October, November and December 
of this year. This is not an urgent matter and could easily be post- 

poned if you wish. In view of the acutely unstable political situation 
in China, and in view of Kung’s altered status, it might be better if 
discussions on those payments were not taken up at this time. 

The Chinese are now pressing to ship gold via commercial vessel. 
H itherto we have insisted on military transportation. They are 

ae) very hard to get as much gold exported to China as quickly 
presswrg I We have stalled as much as we have dared and have 
as possible. 
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succeeded in limiting gold shipments to $26 million during the past 
year. We think it would be a serious mistake to permit further large 
shipments at this time. We would like to discuss the matter with you. 

Mr. Friedman, who has just returned from China, has brought back 
a number of personal messages to you from various persons in China 
which you will want to read. Mrs. McHugh has them. 

4. The Stabilization Fund expires in June of this year and an 
amendment to renew it would normally be introduced in April or so. 
In view, however, of the proposed legislation on Bretton Woods, it is 
necessary to make some decisions with respect to the form of the re- 
newal in the next few weeks. 

5. The German “book” is being revised and still awaits being turned 
over to some competent writer or publisher that you are to select. In- 
cidentally, I have started a couple of men on a similar book on Japan. 
How far you will want us to go on it can be a matter for later deci- 
sion. In the meantime, I thought we might get started in the event 
that you are called upon to submit a plan for Japan or if the oppor- 
tune moment for the submission of such a plan develops. 

6. We had instructed Friedman to discuss with the Indian authori- 
ties in Delhi the question of obtaining all our rupe needs through the 
sale of gold. He did this and successfully made arrangement for us 
to obtain all rupee needs that way. We have finally cleared the matter 
with the British and are going ahead with arrangements for increased 
sales of gold in India. We estimate that we can thus save from $20 
million to $30 million during the next six months. What we save will 
reduce U.K.’s dollar receipts by an approximately equivalent amount. 

7. The discussions which the boys have been having with the Italian 
Mission are about over. You might want to set aside a half hour to 
go into the matter and decide where we go from here. 

8. Mr. Olsen, our Treasury man, has just returned from Sweden. 
You may be interested in spending a few minutes hearing his report 
on the situation in Sweden. 

9. Mr. Taylor and Mr. Patterson have gone to Greece from London. 
Taylor will stay only for a couple of weeks and then will go back to 
London via Washington to make his report. We are sending Mr. 
Tomlinson of this Division to*London to take Mr. Patterson's place. 


(Book 803, pp. 155-157) 


TREASURY DEPARTMENT DIVISION OF Monetary RESEARCH 


Date: December 16, 1944. 
To: Secretary Morgenthau 

Attached hereto is suggested reply to message to you from General 
Chou En-lai, one of the three principal Chinese Communist leaders. 
I have some doubt as to whether it would be appropriate to send a 
written reply to his message and suggest that Adler ask General 
Hurley in Chungking whether or not he feels it would help him to have 
this letter sent to General Chou En-lai and to act on the basis of Hur- 
ley’s recommendation. 

H. D. W. 
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File to McHugh December 16, 1944. 
Mr. Adler is to deliver in person. 
DECEMBER 16, 1944. 
Dear GENERAL Cuou: This is to thank you for the kind invitation 
to send my personal representative in Chungking to visit Yenan. 
I appreciate your willingness to invite responsible American off- 
cials to investigate for themselves conditions in the border regions, 
I need not say that the utter defeat of Japan is in the interests of 
all the United Nations as well as my own country and that it is a 
cause to which my Department and myself are constantly striving to 
make the greatest possible contribution. 
With best wishes for the New Year, 
Very truly yours, 
(Signed) H. Morcentuav, Jr., 
Secretary of the Treasury. 
General Cuou En-Lar, 
Fenan, China. - 
ISF /efs 12/15/44 


(Book 803, pp. 257-259) 
DECEMBER 18, 1944. 


3:00 p.m. 
COMPLETION OF ARMY NEGOTIATIONS Wiru CHINA 
Present: 
Mr. Friedman 
Mr. Adler 


Mr. Friedman: You wanted the tables to General Hurley and a 
letter to Mr. Stimson. 

H. M. Jr: Has this been approved by State ? 

Mr. Friedman: Yes, John Carter Vincent's initials are on it. 

H. M. Jr: What did he say when you sent it to him ? 

Mr. Friedman: He did not say we had already informed them. I 
think the omission was significant. « 

Mr. Adler: They are very backward that way. They don’t keep 
the field sufficiently informed. They complain all the time that they 
don’t know what is going on in Washington. 

(The Secretary signs attached letters to Secretary Stimson and Mr. 
Collado.) 

H. M. Jr: That isall right. Do they charge us with that? 

Mr. Adler: Yes. That goes on Stabilization. 

H. M. Jr: General Richards? How about that? 

Mr. Friedman: He was the only one. Judge Patterson didn’t really 

help out. He just signed the agreement. 

H. M. Jr: No, the man who helped the most was Clay. Di: 

Mr. Friedman: After July? In the last phase of the negotiations ? 

H.M.dr: I have never met General Richards. 

Mr, Adler: We were in telephone communications with Clay until 
en . In the last stages something very peculiar happened 
¿he Jast stages whe War D y P ‘bil; 
in the War Department. The War Department’s responsibility was 


transferred to the Fiscal Office of the General Staif, of which General 
ra 
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Richards is the Director. It was taken completely out of Somervell’s 
and Clay’s bailiwick, and I was told that Clay’s connection with it was 
personal, due to the fact that he visited Chungking in October 1943. 

Mr. Friedman: Of course, we could add both, General Clay and 
Richards. ' 

H. M. Jr: And Somervell. I would just change this and send it in 
this front way, and I will get it. Say General Somervell, General 
Clay, and General Richards. 

, Aa Friedman: Yes. It was transferred to General Richards. Who 

is he? 

à Sr Adler: He is the head of the Fiscal Office of the Chief of 
taii. 

Mr. Friedman: He is called the Budget Director of the U.S. Army, 
I believe. 

E H. M. Jr: Asa matter of fact, another General was in that, General 
arter. 

Mr. Adler: He is the Fiscal Director. 

H. M. Jr.: There were three Generals who helped on it, Generals 
Clay, Somervell, and Carter, and I would put last General Richards. 
TI have never even met the man. s b 

Mr. Adler: Clay’s contribution to the appended minutes is—you 
will have to save him from that statement. 

H. M. Jr: Am I taking for granted that he wants me to continue? 

Mr. Adler: I think it should be taken for granted. The Army takes 
it for granted. 

H. M. Jr: All right, just cross that out. All right, what else? 

Mr. Friedman: That is all. 

Mr. Adler: And I am taking the record of the agreement and 
everything else with me. 

H. M. Jr: Allright. Iseverything else all right? 

Mr. Adler: Yes. 

Mr. Friedman: He is leaving tonight. 

H. M. Jr: Oh, well, good luck. Keep us informed, and don’t forget 
that I like the gossip. 


(Book 80%, pp. 257-259) 
January 5, 1945. 

My Dear Mx. Kune: I have received your letter of January 3, 1945 
enclosing copy of cable from Mr. O. K. Yui, Minister of Finance, 
regarding shipments of gold to China. 

I am giving this matter my close attention and hope to be able to 
give you my decision in the near future. You may be assured that in 
making my decision I will give fullest consideration to the best inter- 
ests of China. à 

With kindest personal regards, I am, 

Yours sincerely, ; 
(Signed) ae MorcentTHan, Jr., 
Secretary of t r $ 

Dr. H. H. Kuna, aes Treasury 
Room 706D, 
Shoreham Hotel, 
2500 Calvert St.. NW.., 
Washington, D.C. 
ISF/efs 1/5/45 


? 
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EXECUTIVE YUAN 


NATIONAL GOVERNMENT OF CHINA 


FEBRUARY 3, 1945. 


Honorable Henry MorGENTHADU, JT., 
Secretary of the Treasury, 
Washington, D.C. 

My Drar Mr. Secrerary: On December 15, 1944 Mr. Hsi Te-mou 
wrote a letter to Mr. Friedman enclosing a copy of telegram from 
Mr. O. K. Yui, Minister of Finance, in which Mr. Yui requested your 
Department’s assistance to hasten the shipments of gold to China to 
meet the Chinese Government’s commitments. 

As the situation in China requires the immediate arrival of more 
gold shipments, Mr. Yui has sent another urgent wire requesting me 
to approach you to facilitate such shipments. During the past decade 
1 have enjoyed your valuable friendship and untiring cooperation 
and assistance in matters which were of mutual interest to our two 
countries. ‘Therefore, I am sending you a copy of Mr. Yui’s latest 
telegram and hoping you will give this matter your prompt and 
favorable attention. 

With kindest personal regards, 

Yours sincerely, 
(Signed) H.H. Kuna. 


(Incoming telegram) 
From: 0. K. Yui. 
For: H. E. Dr. H. H. Kung. 
Red’d. January 2, 1945. 
Sent: Dec. 30, 1944. 


(Translation of Chinese telegram in substance) 


_ With regard to our requests for drawing from U.S. credit for 
immediate shipments of gold and to the amount of gold sold and 
outstanding to be paid, I telegraphed on December lith to Hsi 
Te-mou to report and refer to Your Excellency for instructions. 

Outstanding amounts remaining to be paid after deducting about 
80,000 ounces recently arrived is still over 200,000 tael weight. Also 
over 100,000 tael weight to be paid on three month’s gold deposits 
maturing March. All these should be paid in order to maintain 
national confidence. Moreover on account of this year’s (1945) deficit 
in our national budget the sale of gold to meet this deficit is keenly 
anticipated in all quarters concerned. Therefore may I respect- 
fully panes your Excellency to take up with U.S. Treasury question 
of expediting shipments of US$80,000,000 worth of gold and also 
completion of minting and shipments of US$100,000,000 of gold tokens 
by U.S. Mint at the earliest possible moment so as to stabilize our 
wartime economy and to further our war effort. Kindly instruct by 


cable. is 
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(Book 807, pp. 327-330) 
January 6, 1945. 
Urgent 
To: Mr. Collado. 
From: Mr. White. 

Will you please send the following cable to the American Embassy, 
Chungking, China: 

“For Adler from the Secretary of the Treasury. 

“1, The Chinese Government is strongly urging me to give permis- 
sion to export on commercial vessels large quantities of gold to China 
to the extent of $80 million worth of gold bars and $100 million of 
gold tokens. With the arrangements which they are prepared to 
make with the shipping companies it would be comparatively simple 
for the Chinese to export another $100 million or more of gold in the 
very near future. 

“2, In view of the current situation in China and of the need of 
the Chinese for conserving their foreign exchange resources for post- 
war needs, 1 have thus far not given my permission to the above 
requests. 

“3, I want you to discuss this matter thoroughly with General 
Hurley and inform me as quickly as possible of his views.” 
HDW/ISF/efs 1/6/45 


Treasury DEPARTMENT Division or MONETARY RESEARCH 


January 6, 1945 
To: Memo for the Files. 

The Secretary read the attached and decided not to send, but to 
send a cable instead. (Copy of cable appended.) Ganon 


(The word “Kill” was handwritten at the top of the following 
document, and an “X” scratched across the first page.) 
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THE SECRETARY OF THE TREASURY, 
Washington. 


MEMORANDUM FOR THE PRESIDENT 


Approximately January 5, 1945. 
Subject: China. 

You will recall that in June, 1943, Madame Chiang Kai-shek re- 
quested your permission to purchase $200 million of gold out of the 
$500 million financial aid as a means of helping to check inflation in 
China and that you asked me to take care of this matter for you. As 
I reported to you in letter dated July 15, 1943, we sent a message to 
Dr. H. H, Kung, at that time Minister of Finance. informing him 
that the Treasury was prepad in principle to CEG to the Chinese 
request, making it clear, however, that the gold was to be sent to 
China for sale to the public as a means of helping to check inflation. 
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The Treasury has repeatedly made it clear to Chinese officials in 
Chungking, as well as Chinese representatives here, that the sale of 
gold is only justifiable if it is done in such a way as to aid in the war 
effort by helping to fight inflation and hoarding. We have stressed 
this because the sale of gold means the dissipation of foreign exchange 
resources resulting from our financial aid which undoubtedly could 
be used to great advantage by China in the postwar period. 

Information from China indicates that this gold has been sold in 
such a way as to be of benefit principally to hoarders and speculators 
and that much of the gold is finding its way into Japanese-occupied 
areas. Moreover, these sales have had practically no helpful effects 
on the inflationary situation, although they have, of course, provided 
the Chungking Government with an additional source of revenue by 
the sacrifice of valuable national assets at inexcusably low prices. 

Although the gold sales have not been handled in such a way as to 
help appreciably in the fight against inflation, Y did not raise this 
question with you before because I felt that the Chinese should be given 
ample opportunity to work out a program of using the gold for useful 
purposes. Therefore, with the cooperation of the Army and Navy, 
1t was made possible for the Chinese to export gold whenever facilities 
were available, despite the fact that it usea up valuable air cargo space. 
The result was that about $26 million of gold has been exported to 
China and the Chinese were able to adopt and are still pursuing a 
policy of selling this gold on the open market. The State and War 
Departments have, of course, been kept currently informed of our 
gold export policy to China. 

The Chinese are now eager to export very much larger quantities of 
gold to China and can do so by the use of commercial vessels, Hither- 
to, they have used only U.S. Army and Navy vessels. I am reluctant 
to permit such large shipments at this time without first bringing the 
matter to your attention— 

(a) because it will mean dissipation of these gold resources 
with very little benefit to the Chinese economy, while the present 
unsettled military situation in Free China accentuates the likeli- 
mood of increased inflow of gold into Japanese-occupied areas, 
an e 

(b) because the Generalissimo and other members of the 
Chungking Government regard the receipt of this gold as im- 
portant for maintaining their political position and, therefore. 
any decision on this matter will be interpreted as an important 
indication of the attitude of the United States Government to- 
wards the Chungking Government during this period of crisis. 

The Chinese Government has already drawn on the Treasury to 
the extent of $260 million out of the $500 million financial aid: $200 
million has been set aside as backing for Chinese Government sav- 
ings certificates and bond issues ; $40 million has been used to purchase 

old, of which $25.8 million has been shipped to China, and $20 million 


1S being used for the printing'of banknotes and the purchase of relative 


materials. 
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o pote appreciate if you ould indicate whether or not you would 

ike to have me agree to the Chinese request to export large quantiti 

of gold to China at this time. i 5 Ea ea 
N 


TREASURY DEPARTMENT Division or Monetary RESEARCH 
January 6, 1945 
To: Memo for the Files. 
I spoke to the Secretary orally about this mine and he said all 


right to drop it. 
H. D. W. 


(Book 810, p. 44) 


MEETING IN THE SECRETARY'S Orrice, January 16, 1945, 3:00 P.M. 


Present: 
Secretary Morgenthau 
Mr. Donald Nelson 
Mr. White 


Nelson said that he had come back from China recently and had 
wanted to tell the Secretary about some of the developments in 

ina. 

He said that Dr. Soong had wanted him to recommend a man who 
would advise the Chinese Government on questions of price con- 
trol—someone who possibly has had administrative experience—and 
Nelson had said that he would take the matter up with the Treasury 
on his return. The Secretary asked me whom I might suggest and I 
replied that I thought one of the higher-officials in OPA, possibly 
Gilbert, might be available. Nelson asked how we thought Leon 
Henderson would be and the Secretary and I both replied that we 
thought he would be excellent but we didn’t realize he was available 
because he was being considered for the German post. Nelson said 
that he rather suspected he might not take that post and that he 
would be here soon and we could find out. We agreed that if he were 
interested and available he would be an excellent man for the job. 

Nelson then went on to indicate how he had brought about a very 
substantial increase in production in China of such things as spades 
for the infantry and trench mortars and mortar shells and the like. 
He explained how the bankers had been opposed to such expansion 
of production for Army purposes because they felt that it would con- 
tribute substantially to inflation and how he had read the Riot Act to 
the bankers and they had finally come along. 

He stated that the program of getting the Generalissimo and the 
Communist forces closer together was making substantial progress 
and that the Ambassador had even got the Generalissimo to move four 
divisions down from the Northwest to meet the Japanese forces 

He also stated that the Generalissimo was making a rea] attempt to 
strengthen the Chinese Army and was giving definite evidence of ria 
desire to cooperate fully with the United States, He said that the 
new unified command seemed to be working well. | 


H. D. Ware. 
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Treasury DEPARTMENT Division or MONETARY RESEARCH 


Date: January 16, 1945 
To: Secretary Morgenthau 


You may be interested in reading this. 
H. D. W. 


TREASURY DEPARTMENT DIVISION OF MONETARY RESEARCH 


December 27, 1944. 
To: Mr. White 
From: Mr. Friedman 

1. You will be interested to know that in the reorganization of the 
State Department the key posts for the determination of Far Eastern 
policy are being given to men who (a) believe that agreement between 
the U. S. and pre-war Japan was possible, (b) feel that war with 
Japan was unnecessary and caused mainly by our “sentimental” at- 
alado towards China, and (c) desired a strone Japan and a weak 

hina. 

2. These men are (a) Undersecretary Grew, (b) Mr. Joseph Bal- 
lantine, who is being made Director of the Office of Far Eastern Af- 
fairs, and (c) Mr. Eugene Dooman, Assistant Director. 

3. These are the men who will be in charge of State Department 
policy on the Far East when the fate of China and Japan are being 
decided at the Peace Conference. With such men in ruling posts it 
does not seem likely that sufficient voice will be given to the impor- 
tance of China and to the necessity of building up China as the sta- 
bilizing country in the Pacific Area. 


(Book 810, p. 87) 


[Incoming tel gram] 


DEPARTMENT OF STATE DIVISION OF CENTRAL SERVICES TELEGRAPH 
SECTION 
Chungking 
Dated January 16, 1945 
Ree’d 8:55 a.m., 17th 
(This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency.) 


Restricted 


SECRETARY OF STATE, 
Washington. 1 

January 16, 4 p.m. 
Oo Treasury from Adler. 


Arrived Chungking January 13. 500 


BB 
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(Book 810, p. 171) 
JANUARY 17, 1945. 

Dear Dr. Kuna: I was very sorry to learn that you have not been 
well and have been confined to the hospital. 

I am attaching a check for the amount of $150,902,760.04 in pay- 
ment of U. S. Army expenditures in China incurred up to September 
30, 1944. In addition to the attached check, instructions have been 
given to the U. S. Army Headquarters in Chungking to transfer 
334,097,239.96 now on deposit in its name in the Central Bank of 
China, Chungking, to the credit of the Government of the Republic 
of China. Together with the $25 million transferred on March 1, 
1944, these payments total $210 million. I would appreciate very 
much if you would sign the attached receipt for the check. 

I trust that by the time we are ready to begin negotiations with re- 
gard to payments for U. S. Army obligations incurred during the last 
quarter of 1944, you will have fully recovered from your present 
illness. 

With best wishes for your speedy recovery, 

Sincerely yours, 
(Signed) H. MorGANTHADU, JT., 
Secretary of the Treasury. 
Dr. H. H. Kung, 
Room 258, 
Washington Sanitarium, 
Takoma Park, Maryland. 
Enclosures. 
ISF/efs 1/16/45 


(Book 811, pp. 332, 333) 
Treasury DEPARTMENT Drvision or Monetary RESEARCH 


Date: January 29, 1945 
To: Memo for the Files. 

I took this up orally with thé Secretary and he approved Treasury 
position that a moratoria should not be granted on these loans. 


H. D. W. 


TREASURY DEPARTMENT INTER-OFFiCE COMMUNICATION 


Date: January 22, 1945 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Moratoria on Chinese Export-Import Bank loans. 

The Export-Import Bank has under consideration the granting of 
two-year moratoria on the payments of principal on the $25 million 
En loan granted in 1940 and the $50 million metals loan granted 
in l. 
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The moratoria involve about $17 million made up as'foliows: 

(a) payment of about $12.5 million on the tungsten loan which 
would complete payments on this loan, and 

(b) payment of about $4.5 million on the metals loan. This 
payment represents the amount scheduled for the 4th year of the 
seven years which China has been given to pay off this loan. 
The Chinese have drawn only about $34 million of the $50 million 
credit and have repaid about $7 million. 

The Export-Import Bank has already suggested. informally to the 
Chinese that these two loans could be consolidated. This would avoid 
the necessity of making comparatively large payments this year and 
would spread the burden over the next few years. However, the 
Export-Import Bank is seemingly prepared to grant these moratoria, 
if the Chinese continue to request them. 

It is felt that these moratoria should not be granted because the 
Chinese have ample U. S. dollar resources with which to meet these 
payments and because it would be in China's best interests to main- 
tain its good credit standing. 

It is therefore suggested that the Export-Import Bank be informed 
that a moratoria should not be erated but that there is no objection 
to a consolidation of the two loans. Moreover, it might be desirable 
at the first suitable occasion to suggest informally to Dr. Kung that 
it would be in the best interests of China to maintain its credit stand- 
ing by meeting all outstanding obligations to the U. S. Government: 


Book 812, pp. 269-289 
IR } January 26, 1945. 
3:05 pm. 
Necoriations. WirH CHINA 
Present: 
Mr. White 
Mr Friedman 
Mr. Kung 
Mr. Chi > 
Mrs, Klotz 
H. M. Jr: Tam sorry, Doctor Kung, that I am late. 
Mr. Kung: I want to especially thank you for the trip you made 
down to see me. 
H. M. Jr: That was all right. 
Mr. Kung: And Iam coming here to thank you first for that. 
H. M. Jr: Well, I will come to Chungking if you invite me. 
Mr. Kung: I will invite you any time. 
H. M. Jr: Take it easy; you are supposed to be in the hospital. 
Mr. Kung: I just came out for the first time. 
H. M. Jr: How did you get along on a vegetable diet? 
Mr. Kung: All right. ‘ 
Mr. White: He hasn't tried. (Laughter.) _ a 
Mr. Kung: I have not reduced any; my weight is just the same. 
IT M. Jr.: Mrs. Morgenthau said she wanted to send you up some 
food, but I said I didn’t think we could compete with Mrs. Soong. 
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Mr. Kung: I am trying to get my figure back. The Doctor says 
I weigh too much. p 

H. M. Jr.: You lost ten pounds? 

Mr. Kung: I lost half a pound. He wanted me to lose ten pounds. 

H. M. Jr.: I imagine your family sent you good food. 

Mr. Kung: They gave me some chicken soup. 

H. M. Jr.: The war is going much better, isn’t it? 

Mr. Kung: Yes. Isn’t that rood? 

H. M. Jr.: Wonderful! What do you make out of the Russians? 

Mr. Kung: The Russians are very clever. They make progress 
when they start, and they will go ahead. 

H. M. Jr.: It is amazing what they have done, isn’t it? 

Well, we have from the ist of February to the Ist of October back 
of us, haven’t we? 

Mr. Kung: Yes. 

H. M. Jr.: All we have to worry about is October, November, and 
December. Isthat right? 

Mr. Kung: Yes. Tam not worried. 

H. M. Jr.: Have you spent all of that one hundred and fifty million 
dollars and four cents? 

Mr. White: I think they got the four cents. 

Mr. Kung: No, we deposited it. When the war is over, I hope I 
won't have to worry, myself, but my Government will. 

H. M. Jr.: They have this road open now. 

Mr. Kung: Yes. 

H. M. Jr.: That ought to help, oughtn’t it? 

Mr. Kung: Yes. 

H. M. Jr.: How many tons can go over that? 

Mr. Kung: That depends on how many trucks you put on. The 
more trucks they put on— 

H. M. Jr.: Five thousand tons on a month? 

Mr. Kung: More than that. 

H. M. Jr.: Morethan that? 

Mr. Kung: Yes. 

H. M. Jr.: Ten thousand ? 

Mr. Kung: Maybe thirty thousand! You see, the smallest truck 
would take two tons. With'a big truck you can take four tons, and 
then if you have, say, fifteen thousand cars, they would be able to 
make two trips during the month. y 

Mr. White: During the best part of the other road, I think you 
got thirteen thousand tons a month at its peak. 

Mr. Friedman: They do have the advantage now of having a pipe- 
line being: built by the American Army for its military operations, 
so they will be able to carry petroleum in pipes. 

Mr. Kung: Originally they had to carry that gasoline by trucks, 
Now they have to pipeit. 

H. M. Jr: That will help. 

Mr. Kung: The pipes reach— 

H. M. Jr: The fact that they know the road is open—has that had 
any effect on prices? 

Mr. Kung: Yes. 


48-378 O—65—vol, 2—35 


1398 MORGENTHAU DIARY 


H. M. Jr: Stuff will come out of hoarding? 

Mr. Kung: Yes, stock will come out of hoarding, because as soon 
as you know the goods can be moved in, then the merchant would 
know—they think the price would drop—and they take that and dis- 
pose of their goods first. Then outside goods come in gradually, and 
you have more supply. Naturally the price will go down. 

H. M. Jr: Your friend K. P. Chen was in here for about five 
minutes. 

Mr. Kung: Washe? He came to ses me. 

H. M. Jr: He was here about five minutes. 

Mr. Kung: He is coming back again. 

H. M. Jr. You know what he always said, he is scared of being 
called a politician. He said, “I am a banker.” He said, “All poli- 
ticians die young. Remember, I am not a politician; I am a banker.” 

(Laughter) 

Mr. Kung: Bankers live to an old age? Not always. 

H. M. Jr: He said he was coming back. He looks very well. 

Mr. Kung: Yes, he is only one year younger than myself. He looks 
very well. 

H. M. Jr: Just a couple of young fellows? 

Mr. Kung: We are not old yet. 

H. M. Jr: No. Well, sir? 

Mr. Kung: Well, sir. 

H. M. Jr: What is the business for today ? 

Mr. Kung: You know what the business is for today. Or are you 
just saying that ? 

H. M. Jr: I am notsure I do. Do you know, Harry? 

Mr. White: I thought that Doctor Kung was coming here to give 
us some data which would constitute the basis of consideration of what 
adjustment would be made for the last three months of last year. 

H. M. Jr: Is that it? 

Mr. Kung: Yes, that is the question. According to the agreement 
het we reached for those three months, another settlement should be 
made. 

Mr. White: Have you got some data on the settlement as to the ex- 
penditures, because we didn’t get any ? 

Mr. Kung: I tell you, the loans to your Army for October, Novem- 
ber, December, and January are for each month two billion dollars. 

Mr. White: Two billion dollars each month, or a total of eight 
billion dollars. 

Mr. Kung: Including January. 

Mr. White: Including the four months. 

Mr. Kung: If they leave January out, they owe six billion dollars 
advanced to the U.S. Army, and then there is another account, the 
request of the Army advance that was made to the National Engineer- 
ing Commission. That is a commission set up to build or to repair any 
airfield or buildings and roads—anything you want. That is, up to 
the end of the year, two billion, eight hundred million. 

Mr. White: For those three months? 


Mr. Kung: Yes. 
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Fe Chi: Your excellency, for January the direct advance is three 
illion. 

Mr. Kung: For January three billion ? 

Mr. Chi: Yes. 

Mr. White: Do you have all of that down in a memo? 

Mr. Chi: No, we didn’t write it. 

Mr. Kung: I asked for the figure they wanted from the Minister of 
Finance from the Central Bank. Most of the money is, of course, ad- 
vanced by the Central Bank, and as to how much is advanced by the 
Minister of Finance, I don’t think it is very much; I don’t have that, 
but I wired for it. 

Mr. White: Wouldn’t the next step be to submit a memo with the 
data on it and check it with the Army? Other than that we can’t 
begin discussion. 

Mr. Kung: I think your Army knows that. 

Mr. Friedman: The Army actually has not received yet from 
Chungking the figures for December. They know that for October 
and November the figures more or less jibe with the ones that Doctor 
Kung has given for the months, but they don’t have them for the third 
month, or last month of the year. 

Mr. Kung: For the last three months there has been each month a 
request for two billion dollars in Chinese currency. That is for the 
Army’s use, besides some advance that was made to the Engineers 
Commission at the request of the Army at our request, and for Janu- 
ary, as he just said, it is three billion. 

Mr. White: How soon did you get an indication that the Army 
would be able to supply figures for the third period? 

Mr. Friedman: The Army said that they felt they ought to give 
hendquarters until the 31st. 

Mr. White: Until the 31st of this month? 

Mr. Friedman: That would give them a whole month to get the 
necessary data to end up the previous month. 

Mr. White: They are a month behind. 

Mr. Friedman: Before they go back and ask General Wedemeyer 
and say things are slow, they have agreed to go back to them at the 
beginning of next week for the figures. 

Mr. White: Isn't the thing fo do, Mr. Secretary, to wait until the 
Army would supply us with the data? They can’t get the end of 
December figures until at least the end of January. We've got the 
October, November, figures, and since you want to make an adjust- 
ment for the three months, we can wait another week or two and the 
information will be here. 

H. M. Jr: As I say, I wasn’t fully prepared for this meeting when 
you suggested that you come down. I looked forward to seeing you. 

Mr. Kung: That is very kind of you. 

H. M. Jr: But we are shy of which month yet? 

Mr. White: December. 

H. M. Jr: December. 1see. 

Mr. White: There is also a month’s lag. 

H. M. Jr: So I just don’t know. 

Mr. Kung: We can wait until the December figures come in. 
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H. M. Jr: When will they be in ? 

Mr. White: The Army said they expect them by the end of the 
month, but they don’t like to go back to Wedemeyer and needle him 
until they’re given him that month. Therefore, it may be the end of 
the month, either that, or they can supply us 

H. M. Jr: All right. 

Mr. Kung: That's all right. 

Mr. White: They can supply us with data on a memo and you can, 
consider that, and the first two months are apparently the same, and, 
if the figures are delayed, we can go on the basis of your data, 

H. M. Jr. If they are in a hurry, I think it is nicer to do it on, 
the three-month basis, don’t you? 

Mr. Kung: Yes, it is all right, but I can tell you that the third: 
month of December is the same as October and November, two billion, 

H. M. Jr: Which General is handling this? 

Mr. White: I suppose it is General Richards who is giving us the 
data, isn’t it? 

Mr. Friedman: That's right. 

Mr. White: We are getting it from General Wedemeyer. 

i M Chi: The data for these three months is much simpler than 
efore. 

Mr. White: Doctor, either you give us n memo and we can operate 
on that basis, and then revise it m the light of the Army so there 
won't be any delay, or we can wait for the Army, but as it is, we have 
nothing either from you or from the Army. 

Mr. Kung: It is only a few days. I think by the end of this month 
the Army ought to be able to give you figures for December. 

Mr. White: Couldn’t you in the meantime:send us a memorandum 
with your figures? 

Mr. Kung: I will do that. 

H. M. Jr: I think if we could have a memorandum from you, it 
would help. 

Mr. Kung: I willdo that. How about shipping gold ? 

H. M. Jr: Harry, you are an expert on gold. 

Mr. White: What was the last shipment that went a week ago? 

Mr. Friedman: I don’t know exactly when. 

Mr. White: Well, as soon as another shipment is possible we will 
make it, but the proposal to ship it through commercial channels is 
one that we don’t think is a very wise one. 

Mr. Kung: We prefer if you can, you can ship it, but the Army is 
so much better, but the only thing is that you say my government 
hasn’t reversed their policy, and it was reported today that the gov- 
ernment now is trying to abolish some taxes. 

Mr. White: Abolish taxes. 

Mr. Kung: Yes. i 

H. M. Jr: Where is this going tobe? In China? 

Mr. Kung: In China. s 

Mr. White: They waited until you got out of town. 

Mr. Kung: Formerly my policy was to get them as much as pos- 
‘ble from the taxes, see? That was in order to help the inflation. 

SI H. M. Jr: Iknowa lot of bankers in New York will move to China. 


(Laughter.) That is, if you abolish taxes. 
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Mr. White: I hope they won’t be the same bankers that moved 
from China. 

Mr. Kung: They have abolished some taxes. 

Mr. White: Are they really going to reduce taxes? 

Mr. Kung: Yes. 

Mr. White: That sounds very strange. I think that would cause 
more reluctance on sending any gold, because you are going on a policy- 
of inflation. Itis going to dissipate gold even more. 

Are you sure of that, Doctor? 

Mr. Kung: Yes. 

Mr. Friedman: We had heard they were going to abolish consump- 
tion taxes for one thing. 

Mr. Kung: Several taxes have been abolished. Of course, that 
means the government will lose more revenue as the expenditure 
grows. Therefore, we have to issue more notes, and in order to try 
to keep down the inflation, the best thing is just serve the gold to 
gather money back from the market. Otherwise, you have too much 
surplus of money and the commodity prices will go up. 

Mr. White: Well, I think, Dr. Kung, that the question of con- 
tinuing to ship gold the way we have, which seems to us at the moment 
to be in line with what you want, would be satisfactory. 

Now, raising the question of shipping gold by more rapid means, 
we will have to take that up with the Army. Maybe with the new road 
that has been opened up they can send a little more that way, but 
sending it on commercial vessels we feel is a mdst unwise policy. 

Mr. Kung: You see, this thing was when Madame Chiang was here 
and she spoke to the President about this two hundred million dollars 
of gold, and also the President agreed to it, or almost agreed to ship 
it, in order to sell it, take'advantage of the high prices of gold, to sell 
it on the market and get as much of this currency back in order to 
suppress inflation. Well, that has helped some, recently, because we 
are short of gold. Therefore, we instructed them to sell certificates, 
that is, sell paper, promise to pay three months afterwards, and the 
time has arrived. There was no gold to be delivered, and that created 
black markets, so we had to dy something recently. You know that 
there has been an arrangement to buy some gold from the British 
government from India to ship into China, and then we pay the 
British. 

Mr. White: Ata very fantastic price. 

Mr. Kung: Thatisxvrorth the price. 

Mr. White: I mean the extra, the five percent. 

Mr. Kung: Well, that is representative. 

H. M. Jr: How much do you pay? 

Mr. White: Five percent. 

H. M. Jr: Interest? 

Mr. White: It isn’t interest. It is supposed to be various charges. 

Mr. Kung: Shipping charges, service charges. 

Mr. White: But inasmuch as the gold was there already, the ques- 
tion is whether there should be any charges. 

H. M. Jr: What is a good price for an ounce of gold now? 

Mr. White: In Chungking? F 
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Mr. Kung: In Chungking we sold gold at, I think it was eighteen 
thousand five hundred dollars an ounce, but the shortage that kept up 
recently caused no gold to be delivered. Therefore, well, people are 
speculating. Those people who had enough gold sell on the market 
and try to get more. 

H. M. Jr: Well, we had a message that the Central Bank has been 
selling gold. 

Mr. Kung: Yes. We have been selling gold. 

H: M. Jr: What is the highest price they get now—how high? 

Mr. Kung: Eighteen thousand five hundred. That is the official 
price, and that was the price of it at the time on the theory when there 
was no gold to be delivered. Therefore, until recently, a black market 
appeared, and when we got gold shipped by you the black market has 
dropped, but you don't have gold to meet, the demand. That is so 
that we can not deliver. I am afraid another black market will appear. 

H. M. Jr: Well, we keep watching it all the time. 

Mr. White: I think we ought to examine what the possibilities are 
of the new road opening up. That might provide additional facilities. 
That's the bottleneck. 

Mr. Kung: You see, we suggest an increase in the demand both by 
the Chinese government to prepare and for the war against the Japa- 
nese, and also your army's demand. Your personnel is increasing in 
China all the time, and a year ago you only had ten thousand, but now 
you have nearly forty thousand. 

Mr. White: Troops? 

Mr. Kung: Yes—personnel—people connected with the work, see, 
of building air fields, and the ground forces, and so forth; and, of 
course, now including also the reason why Mr. Nelson and the WPB— 

Mr. White: He is spending some money there? 

Mr. Kung: I had to advance ten billion dollars to him. 

H. M. Jr: Well, you had to advance ten billion to whom? 

Mr. Kung: To tne WPB. 

H. M. Jr: To Nelson? 

Mr. Kung: Yes. Well, he said he was going to try to get all these 
factories to work. Then you have to give them money in order to get 
materials and so on, money to pay their laborers. 

Mr. White: Was that a government advance, or did he get that 
from private banks? 

Mr. Kung: From the Central Bank. 

Mr. White: Couldn’t he borrow from private banks? 

Mr. Kung: No. 

H. M. Jr: I understood from Nelson he got the Generalissimo to 
order that the interest rates be reduced. 

Mr. Kung: Yes. 

Mr. White: Were they? 

Mr. Kung: Oh, yes. 

Mr. White: If they don't borrow from them, I thought that the 
new program which he initiated was going to be financed by borrowing 

from banks. 3 

Mr. Kung: From the Central bank! 

Mr. White: From private banks. 
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Mr. Kung: From the four banks, the four government banks. Take 
the Bank of China—they made a loan, but if they need to, they are 
allowed to take their paper to discount with the Central Bank. 

Mr. White: I see. Well, have the private banks taken any of the 
financing? 

Mr. Kung: No. 

Mr. White: No? Well, I thought that Mr. Nelson thought that he 
had convinced the banks. It is the government that is financing. 

. M. Jr: It was the private banks I thought he had convinced. 

Mr. White: That is what I thought, because the other is—— 

Mr. Kung: They really—the Central Bank is a government bank. 
The other banks are not entirely government banks. The Bank of 
China, the Bank of Communications, Farmers Bank 

Mr. White: Are not government banks? 

Mr. Kung: The government has shares, but 

Mr. White: We have always regarded them as government banks. 

H. M. Jr: Well, sir, we shall meet again soon. 

Mr. Kung: All right. 

H.M. Jr: At your pleasure. We will get some kind of memo from 
you? Mr. White will call up the Army and tell them to hurry up 
with the December figures. 

Mr. White: And we will also explore the other possibility. 

Mr. Kung: There is another thing, Mr. Secretary, 1 would like to 
request from your good office, and that is I would like to know, that is, 
my government would like to know what is the frozen fund, the 
Chinese—— 

Mr. White: The total? 

Mr. Kung: Yes, and, of course, I know that total, and put on there 
frozen, the whole total including the government fund, bank fund, 
everything else included, but now I would like to know how much of 
that really belongs to the private Chinese. 

Mr. White: How much is government and how much 

Mr. Kung: is private. 

Mr. White: Do you know the total? You don’t know the total? 

Mr. Kung: I think I knew #he total. 

Mr. White: Just deduct the government, and the rest is private. 

Mr. Chi: We knew the total as of June, 1941, but not since then. 

H. M. Jr: We will give it to you. 

Mr. White: You would like the total government and total private 
at this time. 

Mr. Kung: Yes, at this time. 

H. M. Jr: That is easy. Anything else? 

Mr. Kung: Another thing I would like to speak to you about is you 
say when they should have savings certificates. The purpose of that 
was to help the Chinese industries to put their money into this instead 
of buying commodities, so as soon as the road opens, the war is over, 
they can use that for purchasing machinery, materials, from this 
country in order to bring to their industry and business and the 
bond—that over short term, and the buyer could either choose it for 
one year or two years or three years. The interest varies, and two 
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years is a little more than one year, and three years a little more than 
two years, and the bond issued by the government is a little longer in 
term. 

The money, of course, is already set aside for that, the demand, but 
since then we have figured out, as I think I told you, if we did this in 
gold as originally planned and drew them for ten years, the govern- 
ment will have to pay something, I think, like thirteen million dollars 
as interest. I think that China is in a difficult position, especially 
after this war, and at Bretton Woods, now, we wanted some currency, 
see, So my government is thinking of shortening that time. 

Mr. White: Refinancing. y 

Mr. Kung: Leave the money here for nothing and then we have to 
pay into it all the time. I think if we can—in view of this road to be 
opened, the war may be shortened—we would like to have the people 
with their money to use it with the papers and it will help them and 
also reduce the government obligation. 

Mr. White: Well, the idea is to refinance some of the notes, instead 
of making them long term, make them short term, because he says the 
dollars have to be here anyhow. They are kept sort of frozen behind 
them, and they are paying interest on that. If they can’t use the 
money, they would rather release those dollars after the war is over, 
so they can be spent here and thereby save the interest. 

I think there is much in that. I think you might want to consider 
in that program some suggestion that if the money is going to be re- 
leased that way, you might want to consider whether you can get 
sufficient assurance as a mechanism that it will be spent for that pur- 
pose and not be spent for investments in American securities, 

Mr. Kung: That money will be. When they want that they will 
have to say what they want to buy in this country, see? 

Mr. White: I think probably—are you asking the Secretary’s ad- 
vice'on this? 

Mr. Kung: Yes. 

H.M. Jr: I would like to think it over a little. 

Mr. White: We shall submit the proposal in a memo. 

Mr. Kung: Of course, the Chinese government originally—the gov- 
ernment could have made it five years ur four years. I think that was 
probably overlooking on our part to make it a long instead of a short 
term, forgetting we had interest to pay, because we issued that one 
hundred million. Now that is—— 

Mr. White: That isn’t in U.S. dollars, too. 

Mr. Kung: That is credit. The capital for the redemption of that 
bond is here, but when this goes on our government will have to pay 
three million dollars. 

Mr. White: Haven’t you got the right within the bond to pay them 
off whenever you want to? 

Mr. Kung: Yes. 

Mr. White: You have that, and you are questioning whether you 
should exercise it? The war isn’t over yet. You can always make 
that decision. 


- Kung: Yes. ey 
Me THE. I will submit it. 
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Mr. Kung: The government has a right to shorten it, you see. I’m 
trying to save a little money. 

H. M. Jr: Good. 

Mr. Kung: For the future. 

H. M. Jr: We all try to do that. We are not very successful. 

Mr. Kung: Well, all right. 

H. M. Jr: All right, sir, take care of yourself now. You know what 
I told you. 

Mr. Kung: Thank you. 

(Mr. Kung and Mr. Chi leave the conference.) 

Mr. White: That’s going to be tough. 

H. M. Jr: You can do it very well. I'll throw it to you the next 
time. You can say Friedman 

Mrs. Klotz: His turn will be next. 

Mr. White: We were very grateful for the most part that they 
never raised the question of commercial shipments. Then somebody 
tipped them off. 

H. M. Jr. In this cable I looked at they said they were selling that 
for twenty thousand dollars. 

Mr. White: But they have sold it in the past for much lower rates 
than they could have sold it. 

Mr. Friedman: They just raised it, the official price from eighteen 
thousand, five hundred, to twenty thousand, but they could get forty 
thousand at any time. 

H. M. Jr: He didn't seem to know the price was twenty thousand. 

Mr. Friedman: He seemed to be out of touch with the latest in the 

icture, 

E Mr. White: I don’t know. I’m surprised he's satisfied, unless he is 
worn out or tired. I am surprised he is satisfied with the answer we 
gave him on gold, because it’s no answer at all. Sooner or later he 
1s going to— 

H. M. Jr: I am surprised he is satisfied with any answer. ; 

Mr. Friedman: Did you get any sense in the feeling he was trying 
to give his friend to O.K.? 

Mr. White: On taxes it was indicated as soon as they left, they 
lowered taxes. a 

H. M. Jr: This one hundred million dollars they want refunded, 
isn’t that the one all the big boys bought ? 

Mr. White: How much is the total? One hundred million ? 

Mr. Friedman: One hundred million savings was bought at twenty- 
one. They sold at sixteen to one to make it a little more attractive 
because it was a ten year bond. . 

Mr. White: And now—well, they are getting a good interest on it. 
I think he has got a case there. 

H. M. Jr: If they don’t pay the interest, maybe he loses the income. 
Maybe he doesn’t have these particular bonds. 

Mr. White: If they don’t pay the interest, the holders of the bonds 
will lose, but they can increase——— 

H. M. Jr: Maybe this isn’t a block in bonds that he has. I thought 
what he was leading up to was he knows we are checking on who 
owned these bonds, and that the first question was just who has the 
frozen funds, and thenext will 
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Mr. White: The next will be who has them. The first is he wants 
the total. Asa matter of fact, they have asked us if we will give them 
a list of who owns what. 

H. M. Jr: Personally, I wasn’t surprised that he wasn’t up to date, 
but I was surprised that you fellows weren’t more up to date on what 
we owed them. Have you had any talks with the Army on those three 
months? R 

Mr. Friedman: We have had a number of conversations. 

H.M. Jr: In United States dollars. 

Mr. White: The Army leaves that wholly up to us. They only 
give us the one figure. ; 

H.M. Jr: The one figure is meaningless. __ i 

Mr. White: It isup to you to convert ib into meaning. 

H. M. Jr: I didn’t even get a thank you from Stimson) on the last 
one. The next time I see McCloy I am going to tell him. 1 didn’t 
even get a thank you. f ; 

Mr. White: All you will get is the expenditures, and you will have 
to decide what you are going to pay in dollars. The Army isn’t going 
to offer any suggestions now on that. You have taken over the ne- 
gotiations, and presumably it will have to be your decision, with or 
without their approval, but it will have to be your decision. 

Now, that is really coming to a crux, the next time we will talk 
it over, and we will prepare a memo suggesting what—— 

H.M. Jr: Coming to a crux did you say ? 

Mr. Warre: Did I use the word crux? 

Mr. Friedman: You said it was right—— 

H. M. Jr: Now, wait a minute. 

Mrs. Klotz: Heis well trained. 

H. M. Jr: Did he say it was coming to a crux? 

Mr. Frrepman. Idon’t remember. (Laughter.) 


(Incoming telegram) 


DEPARTMENT OF STATE DIVISION oF CENTRAL SERVICES TELEGRAPH 
SECTION 


Chun king 
Datea January 31, 1945. 
Rec'd 10:25 a.m. 
(MCF-1672. This telegram must be paraphrased before being com- 
municated to anyone other than a Government Agency.) 


Secret O 


SECRETARY OF STATE 
Washington. 
136, January 31, 3 p.m. (Section one of two) 
To Secretary of Treasury from Adler. 
Review of financial and economic situation. l 
One. Note circulation December CN dollars 189,461 million, an in- 
crease of dollars 19,149 million or over 11% ovet November. Heavy 
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December increased up to end of year settlements, advances for 
January and February and extra budgetary military expenditures 
to meet emergency. Note circulation increased over 150% in 1944 
as compared with 120% in previous year. 

Two. Prices. (?) bank confidential retail price index for Chung- 
king Kunming and Chengtu: September 48,000, 109,000 and 58,000; 
October 54,000, 116,000 and 62,000; November 59,000, 126,000 and 
69,000; December 65,000, 127,000 and 76,000. Percentage increases 
January—December and September—December: Chungking about 225 
and 35, Kunming 260 and 17, Chengtu 180 and 31, These increases 
are pertinent to any discussion of financial settlement for army ex- 
penditures for October-December 1944. 

Prices in Chungking estimated to have risen not less than 20% 
during January. 


JMS i 
(2) Repetition requested on above portion of message. 


Horer. 


[Incoming telegram} 


DEPARTMENT OF STATE Drvision or CENTRAL SERVICES TELEGRAPH 
SECTION 


Chungking 
Dated January 31, 1945 
Rec'd 5:44 p.m., Feb. ist. 
(ALH-166. This telegram must be paraphrased before being com- 
municated to anyone other than a Government Agency.) 


Secret O 

SECRETARY OF STATE 

Washington. 

136, January 31,3 p.m. (Section two) 

Three. Chungking clearing house clearings which were $20,000,- 
000.000 in January 1944 were $77,000,000,000 in November and $87,- 
000,000,000 in December. Total clearings for year were $581,000,000,- 
000. Increase in monthly clearings reflects growing virulence of 
inflation. Native Bank monthly interest rates are 8% for conservative 
loans while Central Bank rate for discounts and advances to govern- 
ment. banks is 1.8 monthly. 

Four. Chungking open market rate for United States currency 
460-500 (Kunming around 550), United States dollars banked total 
275, bond coupons 430, savings certificates 38. United Clearing Board 
checks sold at average of 300 spot in December, when forward sales 
discontinued ; amount sold United States dollars 1.1 million. Market 
for clearing board checks most inactive in January owing to tightness 
of money market before Chinese new year and prevalent fear that 
Chinese Government will vest Chinese private foreien exchange assets 
abroad. Consequently board has had to sell United States dollars 
350,000 to Central Bank at 40 to 1. 
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Five. Budgetary situation, 1944 preliminary: Expenditures 150,- 
000,000,000 revenues 50,000,000,000. 1945 estimates: Expenditures 
260,000,000,000 revenues 180,000,600,000 but Minister of Finance him- 
self admits estimated expenditures too low and revenues too high. 
Estimates for latter are postulated on receipts of very large amounts 
of gold and of commercial cargo from United States for sale by gov- 
ernment to public. rit: : 

Six. Gold mark. According to Minister of Finance Government 
has sold 913,000 oz spot and forward and in addition 243,000 oz to be 
delivered against “six month gold deposits”. According to K. K. 
Kwok, total sales both spot and forward in November were 145,000 oz, 
December 27,000 oz, January up.to mid month 29,000 oz; in addition 
commitments against six month gold deposits for 1945 are March 
9,000 oz, April 17,000 oz, May 88,000 oz and June 82,000 oz. Official 
price of gold raised on November 13 to $20,000 per oz. Unchanged 
since. Black market price rose from $25,000 to $34,000 per oz in 
November and has remained at latter level. Both Minister 'and Kwok 
emphasizes size of their outstanding gold commitments amounting to 
close to half million oz and say they cannot sell more gold until they 
have some idea of magnitude of forthcoming shipments from United 
States, on which question I have of course remained noncommittal. 

(End of message.) 


WMB 
NPL 


HURLEY. 


(Book 814, p. 103) 


Tue FOREIGN SERVICE OF THE UNITED STATES OF AMERICA 


AMERICAN EMBASSY, 
Chungking, China, 30 January 1945. 

My Dear Secrerary MORGENTHAU: Your letter of December 16th 
was handed me by Mr. Adler. I deeply appreciated your letter and 
I have found my conversations with Mr. Adler very helpful. 

I have told Mr. Adler that I will keep him advised from time to 
time on every subject that arises pertaining to finances and eco- 
OS and on any other subject that may be pertinent to his mission 

re. 

This note is intended to be an appreciation of your kindness and 
the generous support that you have always given me. 

With kind regards ana best wishes, I am, 

Sincerely, 
Patrick HURLEY. 
Honorable Henry MorGeNTHAU, JT., 
Secretary of the Treasury, Washington, D.C. 


(Photostat to Mr. White, 2/17/45.) 
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(Book 815, p. 62) 
To: Collado. FEBRUARY 1, 1945, 
From: Mr. Glasser. 


Will you please send the following cable to the American Embassy, 
Chungking, China: 

“For Adler from the Secretary of the Treasury. 

“1, Dr. Kung has informed me that U.S. Army obligations incurred 
in China during the last three months of 1944 totalled CN $8.8 billion 
and has requested initiation of negotiations for settlement of this 
amount. Please consult immediately with General Wedemeyer on 
accuracy of these figures and inform me of any comments which he 
may wish to make on them or other related matters. 

“9. If available, also cable immediately Army estimates of U.S. dol- 
lar value of actual goods and services received during this period, 
together with your comments thereon; if not available, please advise 
whether General Wedemeyer and yourself feel that settlement for this 
period should be held up until these figures are obtained. 

«3. You are, of course, to keep Ambassador Hurley fully informed 
of all details of these negotiations.” 


ISF/efs 1/27/45 


(Book 816, p. 65) 
(Outgoing telegram) 


DEPARTMENT Or STATE DIvIsION OF COMMUNICATIONS AND RECORDS 


FEBRUARY 3, 1945. 
4 p.m. 
DSH 
(This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency.) 
Secret O 


AMEnmnassy, 2 
Chungking, China. 
183. 

For Adler from the Secretary of the Treasury. 

1. Dr. Kung has informed me that U.S. Army obligations incurred 
in China during the last tiree months of i944 totatled CN $8.4 billion 
and has requested initiation of negotiations for settlement of this 
amount. Please consult immediately with General Wedemeyer on 
accuracy of these figures and inform me of any comments which he 
may wish to make on them or other related matters, 

2. If available, also cable immediately Army estimates of U.S. dol- 
lar value of actual goods and services received during this period, to- 
gether with your comments thereon; if not available, please advise 
whether General Wedemeyer and yourself feel that settlement for this 
period should be held up until these figures are obtained. 

3. You are, of course, to keep Ambassador Hurley fully informed 
of all details of these negotiations. 


: Ger) 
FMA:PMcG:EC CA (Acting) (GL). 
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(Paraphrase of telegram received) 


From: American Embassy, Chungking 

To: Secretary of State, Washington 

Dated: February 4, 1945 (Rec'd 11:02 a.m., 6th) 
Number: 166 

Confidential. 


Reference is made herewith to Department's cable of Janu: sy 4, 
no. 19. 

Although thinking that United States Government agencies should 
avoid competitive purchasing among themselves and between them and 
the United States Army, Adler fully agrees with the views of the 
Department as considerations of economy, smallness of amounts in- 
volved and present status of negotiations with regard to reverse 
Lend-Lease all reinforce the desirability of continuing present prac- 
tice of financing agencies’ requirements by selling in the open market 
United States currency. 


DC/L:VAG 2/13/45 


HurLeyY. 


(Book 816, p. 349) 
CC-1557 
This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency. 


Secret O 

Chungking 

Dated February 6, 1945, 
Rec’d 12:30 p.m. 


SECRETARY OF STATE, 
Washington. 
173. February 6,10 a.m. 

To Crowley from Miller and Willauer from Stanton. 
. Chairman of NRC has personally appealed to Ambassador Hurley 
for assistance in arranging immediate shipment to China of 100,000 
ounces gold now in NRC New York stock. See our 1962 December 6, 
our 23, January 9, our letter 737 December 27 fourth paragraph. 

This gold urgently required not only to maintain tin production but 
also to return advances made NRC by Central Bank. 


WSB 
ef: copy 
9-10-45 


Hortey. 
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(Book 817, pp. 158-167) 


Treasury DEPARTMENT Drvisiow or Monetary RESEARCH 
February 7, 1945. 
‘To: Secretary Morgenthau. 
You will want to read this letter. 


Strictly Confidential 
Letter 1 


H. D. W. 


c/o AMERICAN EMBASSY, 
Chungking, January 16, 1945. 

Dear Mr. Wurre: In the first place I should like to congratulate 
¿you on your appointment as Assistant Secretary of the Treasury, an 
appointment which is a source of great gratification to me as one who 
‘has been associated with you in the Treasury for 8 years. 

I arrived in Chungking on Saturday after an arduous journey 
protracted by too many weather delays en route; the breaks were 
against me throughout beginning from New York. Right from the 
start we were held up in New York for four days, and we were dogged 
by bad weather conditions all the way. 

I saw Hurley and Wedemeyer on the day of my arrival. Hurley 
was very pleased with the Secretary’s letter to him and with the Sec- 
retary’s letter to Chou which I told him he could use in any way he 
wanted to in accordance with the Secretary’s instructions. Hurley 
gave me the following résumé of Kuomintang-Communist Party ne- 
gotiations. Hurley flew up to Yenan in November and got the Com- 
munists to agree on five points as the basis for a settlement of the 
present impasse. Hurley then returned to Chungking with Chou 
En-lai, whereupon the Generalissimo came out with a counter- 
proposal of 3 points. (The Generalissimo was obviously stalling, as 
he kept Chou waiting a week before he saw him, the interview lasting 
for half an hour; this item appeared in an excellent series of articles 
in the Calcutta Statesman which I am trying to get for you by the able 
English journalist Gelder who¿nterviewed both the Generalissimo and 
Chou in Chungking; Gelder informed me iin Calcutta that the Gen- 
eralissimo was shifty, evasive and sullen throughout. Gelder’s inter- 
view with him.) Hurley then went to work on the Generalissimo fo 
get the Generalissimo to agree to the five points on which he had 
already obtained the Communists’ assent. 'The Generalissimo was 
finally worn down but put up a stiff fight against the proposed title of 
“Coalition Government” for the contemplated reorganized Central 
Government. After this point had been cleared up, the Generalissimo 
withdrew the consent he had previously given to proposal that the 
Communist armies should serve under the direction of an American 
Commander, which of course was the critical and basic issue. Where- 
upon negotations broke down. Chou En-lai returned to Yenan after 
a stay in Chungking in which Central Government officials had made 
very little effort toseehim. And there matters rest. Hurley thought 
that the Secretary’s letter to Chou might be a most conyenient instru- 
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ment for breaking through the impasse and even suggested that it 
might be a good idea for me to fly up to Yenan in the near future 
specially to deliver the message and any message Hurley might care 
to send. I told Hurley that I was entirely in Hurley’s hands on this 
matter and would be glad to accept any instructions. He said he 
would think the thing over and let me know fairly soon. (For more 
data concerning Hurley and present political developments in China 
see_below.) ' h 

Wedemeyer was most friendly and cooperative. He informed me 
that he had entrusted all financial matters concerning the Army to a 
Colonel Olmstead, who was at present in Kunming but who was due 
in Chungking in the next week or ten days. I expect to get the Army’s 
data on expenditures from October to December and estimated ex- 
penditures for January ın the next day or two but should hesitate to 
make any specific recommendations until I have seen Col. Olmstead and 
have had a couple of more days with which to familiarize myself with 
the economic picture as a whole. Wedemeyer informed me that he 
had moved quite a number of the nonoperational members of his staff 
to Kunming, that during the Japanese advance on Kewelyang he had 
seriously thought of moving his whole headquarters, lock, stock, and 
barrel there but that he had finally decided against it.- He sees the 
Generalissimo every day and has already had a couple of sharp tussles 
with the Chinese Army authorities in his endeavors to get action. He 
has two very great assets, the first being that he is not only a very 
able-soldier but also a pretty good diplomat; the second is that if it 
comes to it he can push the Generalissimo pretty hard, as the Gen- 
eralissimo had better not try to get a second American general re- 
ealled if he wishes to retain American friendship. 

On Monday I saw K. K. Kwok and O. K. Yui and also some Bank 

of China people. O. K. Yui who has not the celebrated Chinese ca- 
pacity for concealing one’s feelings was obviously very excited, and 
the renson for his excitement was clearly not because he loves me— 
though of course we are good friends. He apparently rushed over to 
T. V.’s with the letters I had brought him, for an hour later he phoned 
me up and said T. V. was anxious to see me as soon as possible and 
that he, O. K. Yui, would lend me a cir to take me out to T.V.’s for 
lunch the next day. (T.V. lives way out in the country and in the 
present state of transportation in Chungking with a long “road block” 
on the main road due to the need of repairs, it is impossible to get to 
T.V.’s without a car.) O. K. and I had a brief talk and we promised 
to get together in the next day or two to bring each other up to date. 
He is obviously very friendly and wishes to be cooperative. From 
what I have been able to gather in the short time I have been here, he 
is a hard and conscientious worker, but is too much the Generalissimo’s 
yes man. His tie-ups with the Political Science group also influence 
his activities. It seems to be taken for granted in Chungking financial 
circles that he will not remain Minister of Finance for long. The 
commonest rumor—repeated for whatever it is worth—is that T.V. 
will again become Minister of Finance and that O. K. will become 
either Minister of Foreign Affairs, Secretary General of the Executive 
Yuan, or Mayor of Chungking. 
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There is no doubt that T. V. is keeping his finger in the financial pie. 
Hurley told me that T. V. had already tried to obtain the Minister- 
ship of Finance and recapture the chairmanship of the Board of Di- 
rectors of the Bank of China but that the Generalissimo had not al- 
lowed it. T. V. is studying the proposed plan to vest Chinese private 
foreign exchange assets abroad, which in existing circumstances would 
mean nothing more than their transfer from one gang to another. 
He has also kept intact the core of his men in the Bank of China, con- 
trol of which he is determined to regain as it is his financial base. 
I am told by the Embassy people that T. V. has been following both 
the Generalissimo's instructions and his own natural inclinations in 
the negotiations with the Communists, namely to stall and put the 
settlement of basic issues off for as long as possible. T. V. was very 
affable when I saw him. He began by painting a black financial pic- 
ture and talking of the need for doing something to arrest the rate 
of decline. This kind of talk coming from a Chinese to an American 
means only one thinz—Gimme. I took up the cue and equally obliquely 
indicated that the present financial situation was such that only pal- 
liative measures could be applied until Cliina’s isolation is broken; the 
attitude I took, namely of friendly cooperation but of nocommitments 
and of raising no false expectations about further financial assistance 
(though of course nothing explicit was said on this by either of us) 
will I am sure meet with your approval as it is in line with the Treas- 
ury’s policy since the Generalissimo asked for a billion dollar loan, 
I, of course, told T. V.I was there to cooperate in any way I could and 
he assured me everything would be done to give me as clear and de- 
tailed a picture as possible. What Hurley told me about T. V. con- 
firmed the correctness of my response, as apparently T. V. has been 
making very large requests for civilian Lend-Lease which Hurley has 
bluntly turned down. Hurley says T. V. is out for T. V. and has 
been approaching us as Uncle Sugar with only one request—I want 
some more, 

I attended an Embassy meeting yesterday where Hurley gave a 
talk on American policy toward China, His main theme—apart from 

uotations from the Declaratioy of Independence, the Gettysburg Ad- 

ress, and the Atlantic Charter—was that his directive was to prevent 
a breakdown of the Chungking Government. He had already indi- 
cated as much to me in private, He said that within the framework 
of his directive he would do as much as possible to persuade the Cen- 
tral Government to make the political concessions to the Communists 
necessary for the establishment of unity. But he could not and would 
not depart from his main directive. He is obviously doing his best, 
but it is a question on which I should like to reserve judgment for a 
few more days until I have heard all the different points of view 
whether he is taking his directive too much au pied de la lettre. There 
is no doubt as to the general soundness of his directive both from the 
point of view of our immediate war interests and of our long-run Far 
Eastern interests. The question is whether there is much. point in 
telling the Generalissimo as Hurley does that the Generalissimo should 
try to go down m Chinese history as the Jefferson of China (he can- 
not be the Washington, Sun Yat-sen already did that) and that he: 
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should introduce democracy in China. The Generalissimo can as 
much understand democracy as 1 can the latest refinements in quantum 
mechanics. It is something entirely outside his universe of discourse. 
Power and dividing power he can understand, but democracy is be- 
yond his scope. In this connection 1 should like to mention a story 
I heard about Cairo; after the Conference the President said that the 
Generalissimo was the first real Oriental he had met, which puts the 
case in a nutshell in a slightly different way. As far as the directive 
is concerned, there is much to be said for the view that the only way 
to save the Central Government is by the establishment of unity. And 
the Generalissimo seems to be the kind of man unfortunately who 
won't budge unless he has his back to the wall and a gun pointed right 
at his stomach. Give him any more room for manoeuvre, and he will 
wriggle and squirm out of any predicament he finds himself. He has 
to be saved from himself and it is a question whether our blowing 
alternately hot and cold is the right procedure with such a man. 
I found Hurley most. reasonable and amenable in our discussion of 
the gold question. He has a keen eye for the American taxpayers’ 
interest and is not likely to encourage any wasteful subsidies to the 
Chinese. 
At the present moment there is a complete lull in land operations in 
the China Theater proper. Intelligent expectation is that the 
Japanese will resume ‘activities in March or April, that they will first 
take that section of the Canton-Hengyang railroad around Kukong, 
and that they will then start an offensive on Kunming. It is the con- 
sensus of opinion that they won’t bother with Chungking. For one 
thing, as Gelder says, the maintenance of the Chungking Government 
in its present form is worth at least 10 divisions to them, and for an- 
other, if they take Kunming, Chungking is in their pocket. anyhow. 
And finally and not least it is Kunming which is the chief air base in 
China, and which is the Burma Road roadhead. 
Summing up. The United States suffered a serious and China a 
disastrous defeat in Stilwell’s recall, from which China has very far 
from recovered. The extreme pessimists say that China will not re- 
cover from this defeat. Bethat as it may, there have been some slight 
improvements on the surface since But not in any fundamental re- 
spect. There has been a little more cooperation from the Chinese side 
both in the military and economic spheres. The Chinese Army au- 
thorities in Chungking are a little more amenable though there is 
still some friction; thus when Ho Ying-chin was demoted, he was sent 
to Kunming with three U.S. Army officers attached to his staff. He 
had two of them recalled right away and the third is champing at the 
bit begging to be recalled. There has been no improvement in the 
internal political situation, and the Communists and the Kuomintang 
are still as far apart as ever. The Generalissimo has no intention of 
sharing his political power with anyone. Witness his recent appoint- 
ment of General Yu Fei-peng as Minister of Communications. Yu 
was in charge of the Burma Road before its capture by the Japanese 

nd his name stank right through China, His one claim to the post 
a that he is through and through the Generalissimo’s man. The 
G yernment of Yunnan—for interested reasons—has already pro- 
ad his appointment. The Communist attitude is to expect nothing 
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from the Kuomintang. Relations with Russia have if anything de- 
teriorated as a result of: 

(a) The appointment of General Wu as Governor of Sinkiang. 
Soon after he assumed office in Tihwa, a book was published with a 
contribution by him fiercely denouncing Russian policy toward China. 
The consequence is that the Russian diplomatic representation in 
Sinkiang is barely on speaking terms with the Chinese authorities, 

(b) A Mohammedan revolt in the N.W. corner of Sinkiang which 
the Chinese say was fomented and instigated by the Russians. This 
is always a good alibi for incompetent government, Actually, the 
revolt seems to be following the classical Sinkiang pattern. (There 
is a Chinese saying that there has to be one minor blood-letting in 
Sinkiang every thirty years and one major one every sixty years; 
progress seems to have recently expressed itself by an increase in the 
frequency of blood-lettings.) 

The economic and financial situation continues to deteriorate apace. 
The Chinese WPB is still in the planning and co-ordinating stage. 
As Nelson’s assistant Coonley said yesterday, some progress has been 
made from an administrative point of view, but it has not yet ex- 
pressed itself in any significant—even for China— increase in produc- 
tion. The Generalissimo is banking on time and a miracle to save 
him. America has become more realistic in its dealings with China, 
which is undoubtedly somé net gain. But there is still a tendency to 
blow hot and cold. . 

The above of course is a summary of preliminary impressions, sub- 
ject to revisions in the light of further and more detailed information. 
The Embassy relies heavily on the Treasury for its economic report- 
ing and there are many gaps to be filled in in this field. This can only 
be done by good hard leg work, and it will take a couple of days before 
I can dash off anything satisfactory, but I am giving it my first 
priority now that my most important courtesy calls have been com- 

leted. 
p With kindest regards and best wishes for the New Year to your 
wife, your daughters and yourself, 


Yours sincerely, ; (Signed) Son ADLER, 


(Book 817, pp. 242, 243) 


[Incoming telegram] 
¡DEPARTMENT OF STATE 


DIVISION OF CENTRAL SERVICES TELEGRAPH SECTION 


Chungking via Navy. 
Dated February 9, 1945. 
Rec'd 9:43 a.m. 
DMH-554 
(This telegram must be paraphrased before being communicated to 
anyone other than a Government agency.) 


Secret O. 
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COMMUNICATIONS AND RECORDS (LIAISON) 


Confidential 
(For security reasons the text of this message must be closely 
guarded.) 


SECRETARY OF STATE, 
Washington. 
198, February 9, 10 a.m. 

To Secretary of Treasury from Adler. 

One. US army figures reveal gross (repeat gross) expenditure of 
CN dollars 9.1 billion for last quarter, 1944. According to prelimi- 
nary data, net expenditures totalled CN dollars 7.8 billion after appro- 
priate deductions for tax payments, goods and services paid for by 
US Army in CN dollars which goods and services it made available 

to Chinese Army, et cetera, Details of deductions en route to Wash- 
ington by diplomatic pouch. (REURTEL 183 February 3) 

Two. In view of reduction in airfield construction and increase in 
prices in last quarter of 1944 army estimates show actual goods and 
services received in that period were from one-half to two-thirds of 
those ın previous quarter. On basis of payment for third quarter 
of 1944 their US dollar value should average roughly dollars ten 
million per month. This estimate tentative and we feel that settle- 
ment should be held up until all data available. 

Three. Army no-rate expenditures are rising rapidly in view of 
articularly swift advance in prices since beginning of year. This 
act should be kept in mind in negotiations for settlement of next 

quarter of 1944, 

Four. Am in constant contact with General Wedemeyer and Gen- 
eral Olmstead and we are in complete agreement. Am keeping Gen- 
eral Hurley fully informed. 


RR 


HURLEY. 


(Book 819, pp. 155-161) 
Treasury DEPARTMENT Division or MONETARY RESEARCH 


Date: March 8, 1945 
To: Secretary Morgenthau 
A letter from Mr. Adler—which may interest you. 


(Copy) 
Strictly Confidential 


Letter V 
AMERICAN EMBASSY, 


Chungking, February 14, 1945. 
. Wuire: This letter and the enclosed memorandum are 
i eae of a postscript to my Letter No. IV. The memorandum 
ON of course is strictly confidential is largely self-explanatory. 
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The Generalissimo obviously believes that China's position has been 
strengthened as a result of the Yalta Conference and the plans for the 
San Francisco Conference. While friends of China welcome the rec- 
ognition of the Chinese given at Bretton Woods, Dumbarton Oaks, 
and the forthcoming San Etc Conference, they cannot but regret 
that these conferences allow the Generalissimo to use the face given 
China internationally for the purpose of trying to strengthen himself 
internally. It is clear of course that the Generalissimo is misreading 
the international situation and is ignoring what everyone else recog- 
nizes—Russia's strength. The key to his increased intransigeance in 
the current negotiations is his desire to stall until the war in Europe 
is over, coupled with his belief that China’s international face can be 
exploited internally and that Russia is not going to enter the Far 
Eastern War. On this latter point he is in a small minority in Chinese 
official circles. If he turns out to be wrong on this point, his miscal- 
culation may well prove calamitous for him. 

It is astonishing that the Generalissimo should feel stronger at a 
time when it is obvious to everybody else that he is becoming weaker. 
This tends to reinforce the impression that it is going to be an almost 
impossible job to save him. The application of the Freudian concept 
of the “death-wish” to his recent conduct is not inept. Dr. Sun Fo 
explains the Generalissimo’s misreading of the internal strength of 
the Communists and of the international situation on the grounds 
that the Generalissimo’s closest advisers don’t tell him the facts as 
they are but what they think he wants to hear. In any case, if the 
Generalissimo sticks to his present course, and if we stick to our 
present policy of supporting him unconditionally a la Hurley, we 
will end up by finding that we are backing a losing horse. The Gen- 
eralissimo's intransigeance is self-defeating. For he is growing weaker 
while the democratic elements and the Communists are growing 
stronger. Therefore the longer he defers making concessions to them, 
the greater the concessions he will have to make. But he doesn’t seem 
to realize this elementary fact. ‘ ‘ 

The Generalissimo’s intransigeance is also going to make it harder 
for Hurley to claim any success for the sorry outcome of the negotia- 
tions. But Hurley may nevertheless do so, even though the facts as 
recorded in the enclosed memo completely belie such claims. 

Finally, it should not be necessary to add that the course of the 
negotiations confirms what we already knew, namely that the General- 
issimo never had any serious intention of arriving at a settlement 
as long as he was sure of the continuance of American support. This 
latter is the crux of the whole matter. Unless we show the General- 
issimo in unmistakable fashion that our support of him is not uncon- 
ditional, he will not budge. It is in our power to exert. the initiative 
which will bring about a change for the better in the Chinese internal 
situation. Pious statements are not enough. We must convince the 
Generalissimo that we mean business. It is only because he believes— 
and apparently rightly—that we don’t that he was able to get away 
with the recall of Stilwell and with his present line. R 

With kindest regards. 

Yours sincerely, 


(Signed) Sou ADLER. 
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P.S.—Hurley and Wedemeyer are leaving for home in the next 
few days. En route they are stopping off in the Pacific for consulta- 
tion with Nimitz. As far as can be gathered from the Yalta com- 
munique and from the statement in the press (which claimed to be 
officially inspired) to the effect that U.S. troops would only stay 
1 year in Germany, the Morgenthau plan hasn't done at all badly. 


Secret 


FEBRUARY 14, 1945. 
No.1. 


mubiect: Es p enog Communist Negotiations. 
o: Commanding General, —CT. 
From: Political Advisor. 

According to Chou En-lai, the Kuomintang-Communist negotiations 
have again resulted in an impasse. At a conference on February 13, 
with Ambassador Hurley, Wang Shih-chieh and Chou En-lai present, 
the Generalissimo said that he would not agree to anything except a 

political consultative conunittee”. This would be composed of mem- 
bers of the venous parties but would have no powers or position in the 
government. 

This empty and disappointing proposal is unacceptable to all of the 
opposition groups. All it permits is further talk, without commit- 
ments or limitation of the power of the Kuomintang. It is irreconcil- 
ably far from the Communist proposal of an inter-Party Conference 
with power to reorganize the Government and prepare for consti- 
tutional government. It is even a step backward from the type of 
inter-Party organ which had been the basis for discussion by the 
Kuomintang representatives at a ludicrously misnamed “war cabinet”. 

In view of this debacle, Chou is planning to return to Yenan as soon 
as possible. He seems to think that the Communists will demonstrate 
their good intentions by agreeing to participate in this Kuomintang- 
proposed Committee, despite its futility. He would not commit him- 
self regarding plans to proceed with setting up a Federative Council 
of all the Communist area governments. He gave the impression that 
the Communists were quite willing to wait for another period. 

Before leaving Chungking, Chou wil] issue a statement setting forth 
the Communist position. A joint statement by the Communists, 
League of Democratic Parties and democratic wing of the Kuomintang 
(headed by Sun Fo) is also under consideration. These three groups 
have maintained close liaison and unity throughout, although the 
League and democratic wing were excluded from the actual negotia- 
tions. 

Chou believes that Chiang does not expect Russian participation in 
the Far Eastern war (there is also a local rumor that Soong wants to 
go to Russia to try to settle outstanding and potential problems), that 
Chiang is confident of continued American support as indicated by the 
statements and actions of the Ambassador, that he has been strongly 
encouraged by the announcement of the Five Power Conference in 
April, and that he will therefore continue to stall. If Chiang’s inter- 

national position remains strong, the Kuomintang will then, through 
its Party Congress in May, proceed to offer “democracy” to the country 


on its own terms. 
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Chou seemed anything but depressed. He believes that the new 
breakdown of the negotiations has clarified the main! issue, revealing 
Chiang's determination to give no concessions which can limit his 
power or substantially change the status quo. Chou feels that the onus 
for the breakdown lies clearly on the Kuomintang, even in the eyes of 
the Ambassador. And his optimism reflects the Communist confi- 
dence in the future. 

Chou refused to sign a joint statement (which he believes to have 
been prepared by the Ambassador with revisions by T. V.) which tried 
to strike an optimistic note regarding the negotiations. He said that 
it was entirely favorable to the Kuomintang and did not present the 
true facts. 

An interesting footnote is that on February 12, Hollington Tong 
urged a reliable and very well known American correspondent to 
include in a despatch the statement that the negotiations were pro- 
ceeding well and were likely to succeed. 

Jonn S. SERVICE. 


(Book 822, pp. 248-250) 
Strictly Confidential 
Lerrer VII 


AMERICAN EMBASSY, 
Chungking, February 25, 1945. 

Dear Mr. Waite: Have gone into the question of the cotton barter 
plan in some detail in my letter to Friedman, where 1 indicated that 
it is worth trvine out subject to a number of qualifications, some of 
a noneconomic character. These noneconomic qualifications raise 
far-reaching military and ponit al considerations which are not alto- 
gether impertinent, but which it is outside my duties to raise with 
the Army authorities here. After all, it is they who decide whether 
and under what conditions to train Central Government divisions, 
and how many, just as it is for them to decide whether to undertake 
to feed them for the Chinese Government. Nevertheless, one cannot 
refrain from expressing skepticism as to the wisdom of those decisions. 
But granted those decisions, a prima facie case exists for trying out 
the cotton barter plan. J i ‘ 

As for the political situation here, more and more evidence is 
accumulating tending to support the view that the Central Govern- 
ment intends to do as little fighting as it possibly can against the 
Japanese, that it has no serious intention of arriving at a compro- 
mise with the Communists (Time’s correspondent here sent an excel- 
lent story to his paper on the course of the Kuomintang-Communist 
Party negotiations, but Henry Luce killed it after it had been passed 
by our Army censors and the Chinese authorities. The Newsweek 
correspondent also sent in a fair story, but I don’t know whether 
his paper took it or not) and that it would prefer to use such train- 
ing and equipment as we give its armies to squash the Communists 
by force. 
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1. There has recently been a reorganization of the top leadership 
of the Chinese Army. Strange to say, this has been in the direction 
of strengthening the hold of Ho Ying-chin and his satellites over 
the Army in the field and of depriving those generals who have 
proved themselves in actual combat against the Japanese of active 
command of troops in favor of Ho’s men and of men with more 
experience in gendarme work than on the field of battle. Ho him- 
self has been put in charge of the best Chinese Army in Yunnan— 
the American general attached to this Army has a purely advisory 
capacity. Hu Tsung-nan, whose armies have maintained the tight 
blockade in the Northwest, has been promoted to the commandership 
of the First War Zone. Li Tsung-ren who with Chang Fa-kwei has 
contributed to the high esteem in which the Kwangsi armies have 
been held is replaced by the head of the Chungking gendarmerie who 
enjoys’ a particularly odious reputation for corruption and general 
skulduggery. Ho’s man, Koo Je-dung, retains command of the crucial 
zone of Kiangsi, Hunan, and Anhwei. Li Tsung-ren is not the only 
field commander who has been taken off active duty. Chang Fa-kwei 
has no independent command and Cheng Chen is holding a desk 
job. Cheng Chen is reputed by foreigners to be China’s ablest field 
commander. As Minister of War he can do very little for the Army 
without the Generalissimo's consent and he cannot fight the Japanese. 
One might be tempted to say plus ca chenge plus cest la meme chose, 
were it not for the fact that the changes are for the worse. 

2. In line with the above appointments are the appointment of 
Admiral Chan Shak as Mayor of Canton and General Ho Kwo-gong 
as Governor of Formosa. The Generalissimo is not paying any atten- 
tion to helping in the recapture of Canton. Instead he appoints a 
man as Mayor who has had no civil administrative experience but 
whose chief qualification is that he is one of Tai Li’s leading oper- 
atives, and whose specific assignment is to organize “guerrillas” to 
wipe out the Communist guerrillas in Kwanstune. As for Ho Kwo- 
gong, his appointment must send a shudder through the hearts of 
the Formosan Chinese. Ho is a former national head of the 
gendarmerie, an organization whose reputation in China there is no 
need to spell out. a 

3. There has recently been fierce fighting south of the Yangtze 
between Communist guerrillas—presumably of the New Fourth 
Army—on the one hand and Central Government troops and Tai Li 
“guerrillas”, some of them trained and equipped by Miles, formerly 
of the O.S.S. and now of the Navy, on the other. Apparently the 
Communists were trying to get behind the Japanese lines south of 
the Yangtze, where they wanted to carry on the same kind of war- 
fare against the Japanese in South China as they have in North 


China. ; , 
With respect to Miles, the following two stories are worth nar- 


ting. . rade 
ee ( a) He has indicated to other Americans that he is in favor of the 
complete extermination of the Chinese Communists by the Central 


Government by force. 
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(b) Tai Li's organization has asked Lend-Lease for dictaphones 
and lie-detectors four times, only to be turned down each time; as 
Joyner of Lend-Lease says, what Tai Li needs is truth-detectors. 
Nevertheless, Miles has supplied them with some dictaphones and lie- 
detectors. 

_(The remainder of this document was typed from a Transcriber 
disc dictated by a subcommittee staff member from the Diary pages.) 

(The next paragraph, number 4, has to do with negotiations to 
have Shanghai declared an open city.) 

5. You will suspect. that I am appending the following story in 
order to tax your credulity, but it was’ guaranteed to me by one of 
the highest American authorities here whose judgment and veracity 
I have never had any occasion to doubt. Wu Tie-chen, the Secretary- 
General of the Kuomintang, is a former gangster and leader of the 
Shanghai underworld. He recently approached a foreign Catholic, 
with what he said was a very urgent question. He understood that 
the American Jesuits had a sure-fire method of combatting com- 
munism, and it was most vital for the Kuomintang to find out about 
it. Wu is now trying to contact American Jesuits here in order to 
learn what the sure-fire weapon is. I suppose there is no use telling 
him that the American way of fighting Communism, the best there 
has SIGA been devised, is to have the highest standard of living in the 
world. 

To indicate the present status of Kuomintang-Communist Party 
relations, in line with 5 above, but from the opposite angle, it is worth 
mentioning that a recent broadcast from Yenan monitored by our 
OWT here, while welcoming the position of honor given to China at 
the forthcoming San Francisco Conference, demands that the Kuo- 
mintang be given only a third of China’s representation and the 
other two-thirds to be given the Communist and Democratic parties. 
Honestly such a proposal would never have been made if the Com- 
munists thought there was much chance of successful compromise 
between them and the Kuomintang. By making such a demand they 
are saying about as unmistakably as possible they have no faith in 
the Central Government’s intentions. 

The fighting reported in 3 above should not be regarded as an 
immediate prelude to civil war; the Central Government still feels 
itself too weak and is waiting until its armies in Yunnan and 
Kweichow are trained and equipped by the U.S.A.F. in China. The 
same time, it is necessary to stress that the internal situation in China 
is deteriorating and will continue to deteriorate unless outside forces 
bring about a change for the better. Unfortunately it cannot be said 
that the present trend of American policy either in the military or 
political sphere is calculated to bring about such change. It is not 
an unfair interpretation of U.S. policy under Hurley to state that it 
has underwritten a regime which is utilizing the underwriting to pre- 
pare for civil war and that if things go on as of present this policy is, to 
quote Hamlet, “miching Mallecho”, though with less awareness than 
Hamlet had when he planned to play within a play. Nothing is more 
likely to precipitate a civil war than our training and equipping 36 
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Chinese Divisions without any political conditions and even with— 
under Hurley—a guarantee that we shall wholly or solely support the 
Central Government. , : 

It is a terrible and frightening conclusion to have to arrive at that 
if civil war comes eventually in China we shall not be able to escape 
a large part of the responsibility. Yet it is one borne out by all the 
facts and evidence. Fortunately it is still too early to conclude that 
civil war is inevitable. It can be prevented by one or both of the 
following: Pai.) = i 

1. A change in American policy. While it is arbitrary to separate 
military from political policy in this contest, it helps to simplify the 
discussion. J 

(a) Political. The Hurley policy is doomed to failure. We don’t 
know yet whether he is returning or not, but if he does it would make 
a change more difficult to initiate. It is interesting to note that the 
boys in the Embassy are planning to recommend to the State Depart- 
ment that we begin sending arms to the Communists with which to 
fight the Japs wthout asking for the-Generalissimo’s consent. They 
want to make this recommendation first on military grounds and 
second on the ground that it would be the most effective means of 
achieving internal Chinese unity, for the Generalissimo would soon 
have to change his tune if he knew that he did not enjoy a monopoly of 
American support. The Embassy boys hope to get this recommenda- 
tion in before Hurley reaches Washington, so as to indicate their 
strong disapproval of the line he has been following. However, one 
should not expect too much in the way of the initiation of a change 
of this character from the State Department. The people in the field 
have to cross many hurdles, including Dooman and Ballantine, not 
to mention Dunn, even before their proposal reaches Grew, Stettinius 
and Hopkins. i 

(b) Military. I have already indicated that -Wedemeyer is be- 
ginning to have doubts about the extent to which the Kuomintang 
forces we are training will really participate in the offensive against 
the Japanese; many people believe that if they are not convinced they 
will only participateyto the minimum, extent necessary to save Chinese 
face and to insure the supplies brought in by any American force 
landing on the China coast will reach Chiang’s own troops. Wede- 
meyer already feels that it is worth while approaching the question 
of supplying the Communists with small arms with Marshall and 
the President, if possible. Naturally he is groping and feeling his 
way. But his attitude will certainly be strengthened with the passage 
of time and with increasing disillusionment with the Kuomintang 
armies. (This is precisely what happened to Stilwell and Wedemey- 
er’s position will be stronger because of what did happen to Stilwell). 
Here again, so much depends on the reaction in Washington, which 
will in turn probably depend on our grand strategy against Japan, 
that it is impossible to make a: definitive prediction from this end. 

9, A change in the Far Eastern situation resulting from Russian 

articipation in the war against Japan. The exact impact. of Rus- 


sian participation will naturally depend on the condition under which 
€ 4 
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1t takes place, and specifically whether her strategy will be co- 
ordinated with ours. The continuance of the present situation in 
China hardly contributes to either the hastening of Russia’s entry into 
the Far Eastern War or the facilitating of coordination between us 
and Russia, if she doesenter. The very possibility of such entry should 
enhance our anxiety to do whatever we can to bring about Chinese 
unity, or otherwise there may well be messy complications both in the 
military and political spheres. One of the strongest points of the 
Embassy people advocating a forward policy in China is that we 
are missing a magnificent opportunity to establish friendly relations 
with the Chinese Communists and to win their confidence. They 
argue that at present the Chinese Communists are not tied with 
Russia and that we can make a link with them before the Russians 
can, but that the way we are going about things will inevitably 
result in alienating them and throwing them into the arms of the 
Russians. 

But it would be a mistake to assume that Russian participation in 
the Far Eastern War will of itself and automatically bring about an 
improvement in the Chinese situation. A couple of years ago, in 
vastly different circumstances it must be admitted, the Generalissimo 
was most anxious to involve Russia in the war against Japan, be- 
cause he thought it would provide him with the pretext for pushing 
the Chinese Communists out of their bases in North China which 
he would then be able to occupy painlessly. Now he is afraid of 
Russian participation because whatever else it does it will not 
strengthen his hand in Manchuria and North China. The trouble is 
that he is so stubborn and Bourbon-like in his inability to learn that 
the policy he might be tempted to pursue on Russia’s entry might re- 
solve in the bifurcation of China. The aim of our policy in such a 
situation should be to maximize military and political cooperation: 
and to facilitate the political unity of China, in the accomplishment of 
neither of which aims will the Generalissimo be a ready partner, 
unless he sees no alternative. It is clear that, however we envisage 
the various possible contingencies in China, American policy is a 
factor of decisive weight and significance. 

In any case, the widely held View that Russian participation in the 
Far Eastern War is not merely a possibility but a probability gives 
the whole question of our policy toward China an urgency it might 
not otherwise have, Certainly, it cannot be left in the hands of 
bunglers like Hurley, if we wish to arrive at the kind of international 
understanding in the Far East we have reached in Europe. Without 
such understanding only Pollyannas would expect the Chinese situa- 
tion to improve spontaneously. And without this improvement, 
China may well experience troubles on a scale which will make 
what has happened in the liberated European countries look like 
small potatoes. 

With best wishes and kindest regards to your wife and daughters, 

Yours sincerely, 3 


(Signed) Sox ADLER. 
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(Book 823-I, pp. 179, 180) 


(Incoming telegram) 


DEPARTMENT OF STATE 
DIVISION OF CENTRAL SERVICES TELEGRAPII SECTION 


CHUNGKING VIA Navy. 
Dated February 27, 1945. 
Rec'd 12:17 p.m. 
EDW-88 
(This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency.) 


Restricted 


SECRETARY OF STATE, 
Washington. 
303, February 27, 8 a.m. 

To Secretary of Treasury from Adler. 

One. Army and FEA have consulted me on a plan for bartering 
cotton textiles to be imported from US for food which Army has 
undertaken to procure for approved Chinese divisions. Advantages 
of plan are that Army Procurement hopes to have facilities to ac- 
quire food from villages and will thus be able to get closer to ultimate 
producer of food and ultimate consumer of textiles; and that Army 
will therefore acquire food essential for approved divisions in an 
anti-inflationary manner. In existing situation where inflation gives 
signs of getting out of control, this latter is a most important eon- 
sideration from point of view of our war effort in China, Chinese war 
effort, and Treasury interest in Chinese financial situation. 

Two. If plan obtains War Department and FEA approval, it is 
hoped to start on experimental basis in limited area with 1600 tons 
of Chinese owned textiles now in India. If experiment successful 
Army hopes to import between one and two thousand tons per month 
from US. Chinese have agreed that transaction would be non-Lend- 
Leasable. 

Three. It is agreed that plan is only palliative and that it will not 
remedy basic situation. However, since Army has undertaken to 
procure food (at Chinese Government's expense, of course) for ap- 
proved Chinese divisions, there is good case for carrying out this 
procurement in as anti-inflationary a way as possible. 

Four. Army feels that no publicity should be given plan. Further 
details in telegram from headquarters to War Department, which 


being repeated to Treasury, and in letter en route by pouch. 
ACHESON. 


DU 
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ASSISTANT SECRETARY OF THE TREASURY 


Marcu 1, 1945. 
SECRETARY MORGENTHAU. The first nine pages deal with monetary 
matters; subsequent pages with broader questions and some gossip. 


H. D. W. 


Strictly Confidential 
Lerrer 111 


c/o AMERICAN EMBASSY, 
Chungking, February 3, 1945. 

Dear Mr. Ware: Hope to get off a cable on Army expenditures 
in the last quarter of 1944 in the next day or two. Have had sev- 
eral conferences with the responsible Army people here, and while 
all the details are not available, the broad picture is fairly clear. The 
best Army figure for expenditures for October to December is CN$9.1 
billion. This figure is gross and not net. After making certain 
deductions, which are discussed below, the net figure is approxi- 
mately CN$7.8 billion, which is smaller than the sum spent in the 
third quarter of 1944, when of course prices were lower. On the basis 
of the attached price data as well as on the basis of corroborative 
data from the Army, it would appear that the goods and services 
received from the Chinese were not as great in the last quarter of 
1944 as they were in the 3rd quarter and were certainly smaller than 
in the 2nd quarter. Thus, there was practically no airfield con- 
struction in October and November, and while there was a spurt in 
construction in December as a result of the losses in East China, it 
was not enough to compensate for the decline in previous months. 
As for direct expenditures by our own Army disbursing officers, 
it will be noted that they were not greater than in the previous quar- 
ter in CN$ magnitude, while prices were rising all the time. Unfor- 
tunately, the breakdown of expenditures by area is not available yet, 
so that it is impossible to weight the local price increases for the 
time being. Allowing for the price increase and the reduction in air- 
field construction, a good first guess is that the goods received and 
services rendered in the last quarter of 1944 were from Ya to 34 of 
the goods received and services rendered in the previous quarter. 
This estimate errs on the side of generosity to the Chinese. On the 
assumption that we paid US$60 million for the third quarter of 1944 
(i.e. the Secretary’s Bretton Woods offer for July, August, and Sep- 
tember without any allowance for the sweetener of US$25 million 
for the whole 8 months) we should be justified in oftering the Chinese 
US$10 million per month for October, November, and December, 
with a sweetener of US$10 million for the whole quarter in reserve 
to close the deal. It could be pointed out that with the payment 
of US$40 million for the last quarter of 1944, the Chinese would 
have received a quarter of a billion for the year 1944, a very hand- 
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some addition to their foreign exchange balances. China is one major 
belligerent country whose foreign exchange position has ¿mproved 
during the course of the war. It must also be remembered both 
that the Army activities are likely to increase in this theater during 
1945—at least such are the plans—and that prices are rising sharply 
all the time, so that with the continuance of the present arrange- 
ments China’s foreign exchange position is going to be further im- 
proved as a result of U. S. Army activities in China. Therefore it 
is essential to allow for the increase in prices and the reduction 
in goods received and services rendered unless we are going to pay 
the Chinese sums altogether too large in relation to what we are get- 
ting. (As a sidelight, it is worth mentioning that the Communists 
indicated their willingness to build us airfields etc. free; this greatly 
interested the financial people in the Pentagon.) Finally, the Chi- 
nese included in the expenditures for February-September items, the 
responsibility for which is highly arguable. While there is no point 
in raking up ancient history, we should not allow them to go on 
doing this in view of the probability of an increase in our activities 
in this theater. Naturally, the above suggestion as to an offer is ten- 
tative and is made in ignorance of the circumstances in Washington, 
which may override other considerations. 

Kung will undoubtedly continue to ignore the facts in arguing for 
a higher sum. The Secretary’s response to such arguments is unques- 
tionably the wisest. There is no point in rebutting the arguments in 
detail, as this procedure would only lead to unnecessary acrimony. 
The best thing to do is to ignore them, as the Secretary did. It is 
needless to add that there is no earthly reason why we should hasten a 
settlement for the last quarter, as our bargaining position improves 
with delay and as all the data become available. 

The following are the relevant considerations with respect to the 
reduction of the gross total of CN$9.1 to CN$7.8 billion. 

1. Taxation —There is no reason why we should pay hard US$ for 
taxes levied by the Chinese Government which fall on U.S. Army 
operations in China. Such taxes total about CN$900 million for the 
4th Quarter of 1944. They are made up roughly as follows: 

(a) 11%, or about. CN$300 million, of the CN$3.1 billion expended 
by the Engineering Commission for us. 

(b) Over CN$600 million for taxes on liquid fuel, mainly alcohol. 
In the case of alcohol, where 80% of current production goes to the 
U.S. Army, the tax is definitely discriminatory in character. The 
actual tax on alcohol is small and has recently been reduced. But 
the tax on raw spirits, which is used chiefly for the manufacture of 
alcohol, is high and has been increased concomitantly with the reduc- 
tion in the tax on alcohol. The tax on liquid fuel of which alcohol 
is by far the main item, averages 22.3%. A recent attempt to in- 
crease it sharply was thwarted by the Army. In the last quarter of 
1944 the tax amounted to over CN$600 million, a very sizeable sum 
and an entirely unjustifiable tribute on the American war effort in 

China. (See attached memorandum on “Procurement of Liquid 


Fuels.”) 
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For your information, the price of alcohol in October was CN$1100 
per gallon, and in November and December CN$1200 per gallon. The 
average mileage is 5 miles per gallon, which works out at CN$220-240 
per mile. (At a hypothetical conversion rate of CN$200 per US$1, 
this amounts to over US$1 per mile.) Expenditures on liquid fuel, 
i.e. mainly alcohol, amounted to almost 14 of total U.S. Army expend- 
itures in China in the 4th quarter of 1944. Expenditures on liquid 
fuel are going to go up in 1945 both because of an increase in the 
amount consumed and an increase in price. It is therefore all the more 
important to get a clarification of the tax situation. When I took up 
the question with the Minister of Finance, he was somewhat ambig- 
uous. He said that he had issued an order about a month ago that 
the Army should not ba charged taxes. But when pressed, he admitted 
that it would be administratively cumbersome not to collect taxes on a 
commodity uniformly and ended by claiming that his order amounted 
to an instruction that our payments of taxes should be credited to 
Lend-Lease. This of course is no help at all, as we should be still 
paying US$ for CN$ we were devoting to the payment of taxes. 
Much more sensible would be the deduction of tax payments from our 
CN$ obligations as they accrue. 

Nore.—A contract is being negotiated with the Chinese Government 
transportation agencies whereby tax payments and other items would 
be deducted from their transportation bills for the Army. The amount 
involved is small and does not significantly affect the total of CN$600 
million given above. 

(c) There are sundry other items on which we pay taxes. But the 
accounts involved are not large and in some cases the difficulty of 
computing the tax burden is not a simple problem. 

2. There are a number of instances of goods we deliver and serv- 
ices we render to the Chinese Army from our Army’s CN$ funds, for 
which we should not be charged. 

(a) A substantial amount of the liquid fuel we buy has been used 
for transporting Chinese Army forces. The amount for the last half 
of 1944 for this item alone will probably exceed CN$1% a billion. 
We took care of transportation for the Y force in Yuan throughout 
the Salween campaign. A 

(b) We have bought vaccines for the Chinese Army from Chinese 
Government oraanizations, paying in CN$ for which we have to re- 
imburse the Chinese Government in U.S. dollars. The reason for 
this anomalous procedure is that Chinese Government organizations 
are reluctant to sell to the Chinese Army, because they are not cer- 
tain of being paid and because they cannot continue to function with- 
out such payment. 

(c) We have made certain payments for the Chinese American 
Composite Wing, which is 80% Chinese, and for which the Chinese 
Government is responsible. (Strictly for your own information, the 
Army is also standing ready to buy rice for a number of Chinese divi- 
sions, should this be the only way of ensuring an adequate food supply 
for these divisions. But the Army does not want this fact to be 
known or to be made use of. Incidentally, the Army is insisting that 
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the two divisions flown in from Burma be maintamed at the same 
level of efficiency as in Burma, and in order to do so it buys the rice 
for them itself with funds furnished by the Chinese Government and 
delivered it to the American liaison officers to make sure that the 
soldiers get it. In addition. we are flving supplementary rations for 
them over the Hump.. The difference between them and the ordinary 
Chinese soldiers is tremendous. Their morale is high and they carry 
themselves like men, so much so that the local populace cannot be- 
lieve its eyes when it sees them. The presence and operations of the 
American Army in China are already nroducine certain repercussions, 
Thus it is reported that Chinese soldiers in Kweiyane are already 
asking for food and clothing such as the Americans receive.) 

3. We have naid and are paying extremely hih prices for soods 
produced in China, but amounts of which we have sunplied the 
Chinese on Lend-lease. Conper wire is one instance. Thus we are 
paying large sums for goods similar tynes of which we have civen 
the Chinese gratis. There are also examples of our paving exorbitant 
prices for goods essential components of which we are supplying on 
Lend-Lease, e.g. transformers. The problem would not arise if there 
were a Reverse Lend-Lease arrangement. which was comprehensive 
in effect. But there is no reason why we should be penalized still fur- 
ther. 

4, There are also cases on record where we have paid for goods 
in connection with the housing and feeding of troops, which we are 
supposed to receive on Reverse Lend-Lease. This ties up with 2(c) 
above. 

Eliminating all duplication, items 2-4 above on a conservative esti- 
mate amount to not less than CN$400 million, which together with 
the CN$900 million paid in taxes totals CN$1.3 billion. 

Last week, the Executive Yuan announced the following financial 
reforms: 

(a) The abolition of the monopolies on salt, tobacco, and 
matches. 

(b) The abolition of the wartime consumption taxes and the 
consolidated tax on tea, bamboo, skins and furs, etc. 

(c) The abolition of numerous overlapping agencies undertak- 
ing the inspection of goods and the prevention of smuggling and 
of a number of organs which, in the official language, have out- 
lived their usefulness. 

The reasons given were that the cost of collection in the case of the 
monopolies was too high, that the wartime consumption and_consoli- 
dated taxes were exorbitant, and that there was a need to reduce and 
simplify the tax collection agencies. These are undoubtedly steps 
in the right direction and were partly in response to popular demand. 
Nevertheless, it remains to be seen how these reforms are carried out; 
there are already reports that the reduction in staff is not taking 
place in a genuine way. Moreover, in the short run they entail a re- 
duction in revenue and a widening of the gap between expenditures 
and revenues which according to some rumors the Government intends 
to make up by an increase in other taxes. It is therefore necessary to 
wait before any finj] evaluation of these reforms is made. 
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There is another matter worth reporting in some detail, as it may 
well come un before the Treasury. The Chinese Government is ask- 
ing for US$100 million of cotton textiles on Lend-Lease and has in- 
dicated a willingness to pay itself if it cannot get them on Lend- 
Lease. The goods are intended for civilian use. The reason that the 
Chinese are advancing the request is that the goods are needed for 
combatting inflation, The FEA which has already approved a 
Chinese request for 10,000 tons of textiles for the Chinese Army will, 
therefore, in all likelihood refer the question to the Treasury. There 
is no case for granting this request. The following are some of the 
arguments for refusing it. 

(a) Transportation difficulties. These are much more serious than 
the reopening of the Burma Road might induce one to expect. The 
Chinese Government has 3,000 tons of cotton yarn in India and is 
experiencing great difficulty in arranging for their transportation. 
Even assuming that the goods are available in the U.S. according to 
the transportation experts it will be impossible to move them before 
the end of the year. And there are so many other goods which the 
American Army and the Chinese Army will want to move before 
then that even that is doubtful, so that by the time the goods could 
get- here their relevance to the inflation situation may have changed 
very considerably. 

(b) The fact that the Chinese Government has very large dollar 
balances: in the U.S. which it can use for purchasing civilian goods. 
This argument does not apply to the Chinese purchasing the goods 
themselves. 

(c) The fact that large amounts of cotton are being exported to 
occupied China in spite of the acute shortage of cotton goods in Free 
China. (See enclosed memorandum by a member of the FEA staff.) 

(d) The fact that the economic policies of the Chinese Government 
are such as to discourage the cultivation of cotton and the production 
of cotton goods in Free China. (See enclosed press clippings.) 

With reference to (c) and (d), it should be added that: 

1. The Chinese Government is about to eliminate some of the 
grosser anomalies. It is about to raise the office price of raw 
cotton and to permit Tai i's organization to indulge in preclu- 
sive buying of cotton at the points of departure of goods for 
occupied China. À q 

2. Nevertheless, it is to be feared that an increase in the inflow 
of cotton goods into Free China may serve to increase the out- 
flow to occupied China, n 

(e) In the light of previous experience as well as of (c) and (d), 
it is doubtful whether the Chinese Government will make the most 
effective use of such supplies. During the retreat last December, U.S. 
Army authorities came across large amounts of goods which were 
being hoarded and the existence of which they had not previously 
known. (Oneexcuse advanced for the Chinese is that they themselves 
did not know of the existence of these goods. Which may or may not 
be true, but which is not very reassuring.) Thus over 40,000 tons of 
munitions which we had not known about before had to be destroyed 
in order to prevent them from falling into enemy hands, 800 tons of 
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certain types of medicine were unearthed, for which the Chinese had 
put in a request on Lend-Lease. 

(£) It is not known whether the American economy can release 
such large amounts of textiles at this time. 

(g) Agreement would constitute a precedent for further Chinese 
requests for other civilian goods on Lend-Lease. 

Prices have been rising very sharply of late. The first estimates 
show an increase of 30-40% in Chungking during January and even 
more in Kunming. The price of rice rose over 50% in Chungking. 
It is expected that this rate of increase will continue in February. 

With respect to political developments there is nothing much to 
report. Chou En-lai is in Chungking again and both T. V. and 
Hurley are relatively optimistic. But the best informed Americans 
continue not to expect too much. The big stumbling block is the 
question of a one-party Government. The Communists won't come 
into a one party Government and the Kuomintang doesn’t seem to be 
willing to agree to any other kind of Government. Sun Fo has sug- 
gested a dodge to avoid this dilemma, namely the inclusion of the 
Communists in the Supreme National Defense Council. The only 
snag is that the Supreme National Defense Council derives such au- 
thority and power as it possesses from the Kuomintang. The issue 
remains: Is the Kuomintang willing to broaden its base? Tf it isn’t, 
very little progress will be made. Hurley says that February 20 is 
the deadline and that if negotiations have not succeeded by then. 
nothing much can be expected. 

Hurley’s reputation continues to decline. He is very thick with 
T. V., for whom he is no match; he even showed one of Service’s 
memos advocating firm policy vis-a-vis the Generalissimo to T. V. 
He is also very angry with the State Department for commending 
Service for his excellent work-in Yenan. Incidentally, all American 
officials returning from Yenan continue to be enthusiastic. Unfor- 
tunately our first impression of Hurley at Cairo is being confirmed. 
Brooks Atkinson’s apinion that he is at least 50% bull looks too con- 
servative. There are various nicknames for him such as the Paper 
Tiger, Little Whiskers, etc.,none of them very complimentary. The 
rift between him and Wedemeyer is deepening. The latter complained 
that T. V. was ground their jointly shared establishment so much that 
there was no privacy. 

You will be amused by the following example of the level of cur- 
rent official propaganda. The New Chinese Ambassador to Peru told 
Henry Luce that Sino-American relations are going to improve now 
that Stilwell's American Communist advisers have been removed. 
(Presumably he is referring to John Davies). It was the wife of this 
very man who sent up large amounts of rupee currency by Chinese 
diplomatic pouch to sell in the black market for CN$ with which to buy 
US$-backed savings certificates at the official rate, when her husband 
was Consul General in Calcutta. She told an American officer that this 
was a common practice among Chinese officials in India. Nor would 

it be surprising if it had been a common practice among Chinese offi- 
cials in the U.S. In fact it might explain the substantial holdings of 
savings certificates by a prominent Chinese diplomat stationed in 


Washington. 
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On the military front the Japanese have already initiated their cam- 
paign to mop up the rest of the Canton-Hankow railroad. For some 
time of late they have been concentrating forces in northern Indo- 
china, which created some nervousness in American military circles, 
as 1t seemed to be a preparation for an offensive against Kunming. 
But latterly this concentration has ceased and the whole question of 
a campaign against Kunming, discussed in detail in my previous letter, 
remains in the same state as before. Wedemeyer is an excellent admin- 
istrator and to all appearances is doing a good job. 

The inflation has had a very demoralizing effect not only on Chi- 
nese but also, it must be admitted, on a number of Americans. The 
Colonel who until a few months ago was chief of the Service of Sup- 
ply for the whole theater was arrested on his arrival in the States and 
was found to have US$130,000 in U. S. currency in his possession. In 
addition his bank account had increased by US$100,000 during his 
tenure of office. Sad to relate, exchange speculation and other dubious 
activities have been widely practiced by officers pretty high up in 
the 14th Air Force. This is not too surprising, as many of them 
were recruited from the A.V.G., a considerable number of whom were 
soldiers of fortune in the literal sense. These officers protected each 
other and refused to serve on courts with the result that only the 
small fry were brought to justice and that all the efforts of the old 
Regular Army officers to do something about it were defeated. Re- 
cently, 12 out of 13 planes were discovered to be loaded to the gills 
with US$300,000 of sulfa drugs. All except the lead plane, which was 
empty, were manned by Chinese. The lead plane was manned by a 
Swiss in the employ of the Chinese Air Force: he was undoubtedly 
the ringleader, as he had large amounts of US$-backed bonds in his 
possession. 

This letter is already too long, but it was necessary to include a 
fairly detailed analysis of matters of immediate interest to the Treas- 
ury. Am reserving a discussion of some of the implications of the 
present situation in China for Treasury policy for my next letter. 

With kindest regards to your wife and daughters, 

Yours sincerely, 


Fa (Signed) «Son ADLER. 


(Book 824, pp 230-237) 
TREASURY DEPARTMENT INTER- OFFICE COMMUNICATION 


Marcu 2, 1945. 

To: Secretary Morgenthau 
From: Mr. Coe 
Subject : Exports of gold to China 

1. Dr. Kung, in a letter of February 26, 1945, attached hereto to- 
gether with suggested reply, requests that the equivalent of $47,500,000 
of gold be exported to China. In addition, he asks for early advice 
on the progress being made on the minting of the $100 million of 
gold tokens. In his letter of January 3, 1945, Dr. Kung requested $80 
million of gold in addition to the $100 million of tokens 
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2. Since the situation in China has remained fundamentally the 
same and no change has taken place in the gold sales program, you 
will probably wish to continue the policy of permitting only small 
shipments of gold to China. 1t will be recalled that Ambassador 
Hurley agreed with you on the desirability of ore down gold 
shipments to approximately the same magnitude as in the past. 

3. It.is therefore suggested that arrangements be made with the 
Army to export to China during the next three months about $7 mil- 
lion of ‘gold now on earmark in the Federal Reserve Bank of New 
York, one-half of which would be gold aequired in payment of tin 
exports from China to the United States. Foreign Economic Ad- 
ministration has informed us that the export of gold acquired as pay- 
ment for tin exports is essential to maintain tin production in China. 

4. The suggested reply to Dr. Kung does not make any definitive 
commitments but, as soon as possible, we would inform his repre- 
sentatives orally that we have succeeded in making arrangements 
with the Army for the export of about $7 million of gold during the 
next three months. 


EXECUTIVE YUAN 
NATIONAL GOVERNMENT OF CHINA 


Room 4201, Waldorf-Astoria Hotel, New York, N.Y. 


FEBRUARY 26, 1945. 
The Honorable Henry Morcentuav, Jr. 
Secretary of the Treasury, 
Washington, D.C. 


Dear Mr. Secretary: You will recall that on several occasions we 
have discussed the provision of gold for China, and that you kindly 
undertook to expedite this matter. Since shipments to China have 
been considerably slower than we feel necessary, I wish now to present 
the situation for urgent attention. 

The chief present financial problem: of the Chinese Government, as 
you know, is to finance its large and growing deficit. The Govern- 
ment must handle this deficit in such way that the inflation does not 
get out of hand—since if this took place, it would cause most serious 
consequences to the war effort of China and would be very hurtful 
to the conduct of American operations against Japan in and from 
China. Moreover, if inflation should seriously accelerate, this condi- 
tion would undermine China’s economic structure, impair internal 
stability, make it much harder for China to reoccupy and restore the 
areas now in enemy hands, gravely hamper China’s reconstruction 
and progress in the next few years, and make it much harder for 
China to play the part in stabilization and peace maintenance in the 
Far East which its Government and people wish to play and which 

is desired by the American Government and people. ; 

Tt is of vital importance, therefore, to reduce in every possible way 

the deficit finance through increase of note issue. For a little over 


a year the Government has been selling gold to realize Chinese cur- 
ae 
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rency. In that way, we have sold from the latter part of 1943 to date 
over 900,000 ounces* (something over US$30 Moa have 
realized around CH$16 billion. While exact figures are not at hand, 
available data indicate that this sum is equivalent to something like 
a sixth of the deficit in the period. The sale of gold has been most 
helpful, and has definitely prevented the inflation from attaining a 
higher level which otherwise would have been reached. It helps to 
check increase of the general price level by diverting to purchase of 
gold certain funds which otherwise would be used to buy commodities 
to be held for higher prices. 

The American Government, in order to help China, made available 
US$200 million of gold out of the US$500 million credit. Of this 
gold, the first instalment was US$20 million. Unfortunately, de- 
liveries of gold to China out of this US$20 million have totalled only 
US$7,276,066.00, including 40,000 ounces (out-turn being US$1,399,- 
947.99) delivered in New York to the Bank of England against a 
similar amount in India. Actual shipments to China out of this US$20 
million were only US$5,876,118.12. Thus, shipments have fallen far 
short of what is needed. Asa result, the Central Bank was obliged to 
substitute forward sales for spot sales. A black market for spot gold 
developed, which the Government could not control owing to lack 
of ready supplies. The black market price for gold has risen to 
around CH$35,000 per ounce, whereas the spot price—though no re- 
cent sales have been made—remains CH$20,000 per ounce. Because 
of lack of gold, the Government has had to print and import more 
notes than otherwise would have been needed, which adds to the in- 

ation. 

Also the Central Bank will not be able to meet its commitments for 
forward sales unless shipments are materially expedited. In this 
connection, I quote the substance of a telegram from the Bank received 
February ð: 

“Forward delivery sales of gold for January were 61,730 taels, total 
undelivered up to end of January 239,230. Six months deposits (that 
is due July) were 233,501 taels. Our experience shows that shipments 
by boat take two months to arrive at Chungking. Therefore, we hope 
that arrangements may be made for at least four shipments right 
away. This will enable us to have the American bars minted into 5 
and 10 tael smal] bars, in order to pay the deposits due in April, May 
and June. Both forward delivery sales and deposits require supplies.” 

Under present conditions it is specially urgent to sell gold actively 
in China. In the past half-year the basic budgetary situation has 
become definitely more critical. Note issue has increased because of 
the program of reorganizing the Chinese Army, the operations of the 
American Army, and the outlay of the new War Production Board. 
At the same time, revenues have been cut by widespread military 
operations, and because the Government abolished certain taxes. My 
advices from China state that the Government expects to rely to a 


*The Chinese ounce in common use, called the tael or size liang, is equal to 1,00471 [sic] 
Troy ounces. 
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large extent upon sales of gold and goods to hold the economic line. 
Since the first of this year prices have been rising more rapidly and 
the rising tendency is continuing. Our experience lately has been 
that prices rise more rapidly in the first half of the calendar year. It 
is particularly important, when prices are actively rising, to be in 
position to sell gold to withdraw money from the market, thereby 
lessening the need for increase of circulating notes. The American 
Government has been concerned about China's inflation and for the 
present gold sales are the most effective means to combat it. 

Furthermore, there is now an active demand for gold in China. If 
sufficient gold is available in China, the Central Bank of China will 
be in position to raise its selling price for gold, thus getting back 
larger amounts of Chinese currency. Otherwise, however, the Bank 
cannot control the price of gold. If the price were to be raised with- 
out an adequate supply on hand, the black market would only be 
driven to a higher level —with a bad effect on confidence and upon the 
general price level. As to price policy, we feel it is important to raise 
the price in the near future to substantially the present level of the 
black market (CH$35,000 per ounce). Thereafter, our selling price 
will be governed by the demand for gold and the course of general 
prices. 

In view of the urgent need for gold in China, we are most anxious 
to send forward at once by air the balance of US$12,723,933.28 (say 
364,000 ounces) of the US$20 million, which is required at the earliest 
possible moment to meet near deliveries and to make spot sales. We 
would, therefore, appreciate your good offices in arranging with the 
American Army Air Transport Command for such shipment. Also 
we would like to have a further amount of say 500,000 ounces 
(US$17,500,000) go forward as soon as practicable by air to enable 
the Central Bank of China to meet further near deliveries and to make 
spot sales. Tn addition, we would like to ship at once 500,000 ounces 
(US$17,500,000) by sea to meet later deliveries. Thereafter ship- 
ments should be adapted to needs in order to avoid again running 
short of gold in China. 

I fully realize of course that this sale of gold is a financial expedi- 
ent which should not ordinarily be used, and it is only the present 
emergency that justifies this policy. We wish to taper off and dis- 
continue the sale of gold after consumer goods, especially cotton 
textiles, begin to reach China in good volume. It is the policy of the 
Chinese Government to obtain abroad and ship to China essential 
goods as rapidly as conditions of procurement and transport permit. 
In this way, the inflation will be checked most effectively—first, by 
adding to the supply of necessary goods, and second, by realizing from 
their sale on the basis of current market prices large amounts of 
Chinese currency which can be applied to meet the deficit and thus 

obviate the need for relying to that extent on increased note-issue. 
The opening of the “Stilwell Road”, together with the growing 
volume of air transport over the-Hump and the progress of the oil 
pipe-line. greatly adds to the available capacity forsending supplies to 
China. Further, it is our intention to obtain and transport larger 
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quantities of necessary goods as soon as sea communication with 
China is re-opened. Notwithstanding the urgency, of military re- 
quirements, I feel that it is in the interest of the war effort of China 
and the United States to ship large quantities of such goods, because 
of the beneficial effect of this operation in retarding inflation and 
removing the threat of disorganized and extreme price rises which, if 
they occurred, would disrupt the Chinese war effort and also make it 
very difficult for the Chinese Government to afford to the American 
armed forces the cooperation which they require and which China is 
anxious to give. 

At present, a request from the Chinese Government to procure and 
ship to China about 20,000 tons of cotton textiles is pending before 
the authorities concerned. I very much hope that you will give your 
valuable support to this and other proposals for shipment of goods, in 
order that we may obtain the goods and the transport required. 

I wish finally to refer to the gold tokens of 1 ounce, 14 ounce, and 
14 ounce denominations to be made in the American mints, which you 
will recall we have discussed and issuance of which is in accordance 
with your ideas. The designs approved for these tokens were made 
with a view to commemorating cooperation between China and the 
United States. We are very anxious that these tokens be completed 
and shipped as soon as possible, in order to obtain the maximum 
benefit through broadening the market. Obviously, gold in the form 
of ordinary bars is not adaptable to ready distribution; whereas 
tokens such as these would be widely distributed among the public in 
China. It was stated last fall that it was expected that production of 
the tokens could be begun about the end of last December. I shall 
much appreciate early advice as to how the preparation of these tokens 
is progressing and how soon we may expect deliveries. 

I shall much appreciate favorable action on these matters as soon 
as possible. I regret that I am temporarily unable to meet with you 
in person to discuss these matters, because of receiving medical treat- 
ment in hospital. I shall, however, delegate representatives to ar- 
range details with the officers of the Treasury. 

With personal regards and ggod wishes, I am, 

Yours faithfully, 
H. H. Kone, 


TREASURY DEPARTMENT ÍINTER- OFFICE COMMUNICATION 


Marcu 2, 1945. 
To: Secretary Morgenthau 


From: Mr. White pad 
Subject: Proposed $16 million Export-Import Bank ban to private 
Chinese firm. 


1. The Export-Import Bank has under consideration an applica- 
tion from a Chinese private firm, the Yungli Chemical Industries, 
Ltd. for a loan of $16 million to be guaranteed by the Chinese Gov- 
ernment. or an approved Chinese bank. The credits are to be used to 
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finance U. S. dollar expenditures for construction and maintenance 
of chemical plants, mainly in the post-war period. Officials of the 
Export-Import. Bank and State have already indicated their ap- 
proval of this proposal.. : 

2. I have been asked to give our consent to this request. Subject 
to your approval, I propose to reply that Treasury does not feel the 
loan should be granted at this time and to submit a memorandum 
setting forth some of our reasons. 

3. The most important considerations involved are: 

(a) The Chinese Government has ample U. S. dollar funds to sell 
to Chinese industrialists. Moreover, U.S. dollars in many different 
forms can be purchased in the open market. 

(b) Such a loan-is premature. Practically no commercial imports 
can take place at present and most of the requested credit is admittedly 
to be used after the war. 

(c) The granting of this loan would be discriminatory against 
those pro-American industrialists in China who are not in favor with 
the Chungking Government and who therefore cannot get to the 
United States. The Generalissimo hand-picked the President of the 
Yungli Chemicals, Mr. Fan Shuton, to represent China at the recent 
international business conference at Rye, New York and his company 
has received many governmental subsidies. 

(d) The present political and military situation in China makes 
uny private loan a very serious risk at this time. 


(Book 825, p. 171) 
Marcu 3, 1945. 
Dear Mr. Kuna: I am glad to receive your letter of February 26, 
1945 regarding exports of gold to China. I am very sorry to learn 
that you are in the hospital receiving medical treatment and do 
hope that you will recover quickly. 

{ am sure that you appreciate the many difficulties involved in 
making arrangements for the export of gold to China. As in every 
other phase of our activities these days, military necessity takes 
precedence over everything else. 

I have, however, instructed my men to raise again with the mil- 
itary authorities the possibilities of shipping gold to China during 
the next few months. They will inform your representatives of their 
findings on this matter. 

With best wishes for your speedy recovery, 

Sincerely yours, 
(Signed) H. MorGENTHAU, Jr, 
Dr. H. H. Kuno, 
Room 4201, Waldorf-Astoria Hotel, 
New York, New York. 
JSF /efs 3/2/45 
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[Incoming telegran:] 
DEPARTMENT OF STATE 


DIVISION OF CENTRAL SERVICES TELEGRAPII SECTION 


CC-606 
(This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency.) 


Secret O 

Chungking. 

Dated March 11, 1945. 
Rec'd 2:00 p.m., 12th. 


(Warning.—For security reasons the text of this message must be 
closely guarded.) 


SECRETARY OF STATE, 
Washington. 
401, March 11, 9 a.m. 


To the Secretary of Treasury from Adler (for Treasury only). 

Present gold situation. 

One. Government is now relying on sales of gold and six month 
sold deposits as main source of revenue. Receipts from such sales in 
January and February were CN 14 billion (plus 20% of that sum from 
compulsory purchases of three year treasury certificates by gold pur- 
chasers), which is substantially in excess of receipts from taxation 
in same period. It will be noted that less than 25% of receipts from 
gold sales were from spot sales and that by far the larger part were 
from six month gold deposits. Central Bank's short position on gold 
is now approximately one million ounces. 

Two. While Government is now selling gold it largely does not have 
on hand at rate of 350,000 ounces per month or United States $105,000,- 
000 per annum, receipts from gold sales, including compulsory pur- 
chases of treasury certificates, fotal barely 25% of current monthly 
deficit. And this deficit is not going to diminish during course of 
year. Therefore, if Government wishes to maintain in current ratio of 
receipts from gold sales to monthly deficit it will either have to in- 
crease price of gold or increase gold sales or both. 

Three. The reckless Government conduct of its gold sales policy 
can only be described as “frenzied finance”. 

(A) It has been and is selling gold at an absurdly uneconomic price. 
The official pretext that price cannot be raised without an adequate 
supply on ‘hand does not hold water. While official price of gold 
has been maintained, black market price has risen to CN dollars 39,500 
per ounce; also witness the heavy purchase of six month gold deposits 
at end of February due to rumor that official price was to be raised 
at beginning of March. Official claim that raising price of gold would 
push up general prices still further cannot be taken seriously at a 
time when prices are skyrocketing in any case. j 
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(B) It is dissipating China’s foreign exchange assets, which she 
will badly need at war’s end, at current rate of United States $150,- 
000,000 per annum without significantly affecting economic situation. 
In fact, since inflation has now entered snowball phase, future sales 
of gold at current rate will have even smaller effects as brake on infla- 
tion. 

(C) Part of the gold is finding its way into occupied China. 


ATCHESON, 
JT 


(Book 827-I, pp. 64-73) 


(The following was typed from a Transcriber disk dictated by a 
subcommittee staff member from the Diary pages:) 
Marcu 12, 1945. 
Top Secret 
To: Secretary Morgenthau (Urgent) 
From: Mr. Coe 


More on Yalta 


This is a summary of the Yalta decisions on Germany as given by 
Matthews (State) to Eisenhower's Chief of Staff and sent us by Tay- 
lor, for Treasury use only. 


Program for elimination of German war industries 
“There was general agreement that this question should be studied 
urgently by the European Advisory Commission.” 


Decentralization 


“There was general agreement that Germany should be decentra- 
lized and that the question of actual dismemberment would be studied 
by a commission to be set. up in London composed of Eden, Winant 
and Gousev. In the brief time avuilable, no effort was made to work 
out many details.” But “there was general agreement that inter-zonal 
movements of goods is essential” and “there was agreement that the 
closest possible coordination of laws and administration between the 
zones is desired.” 


De-Nazification, etc. and punishment. 


“There was complete agreement on the dissolution of Nazi institu- 
tions, the German General Staff and the military and para-militury 
organizations and that this should be done as far as possible on a uni- 
form basis through the control council machinery.” And “the ques- 
tion of German punishment other than war criminals (which was 
strongly urged by Prime Minister Churchill but was regarded as too 
complex for treatment in the brief time available) was not discussed. 
There was general agreement that ‘active Nazis’ should be removed 
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from all positions of importance and that they should be punished but 
no decisions were taken nor was there much discussion of the subject. 
There was no tendency at any time to exonerate the German nation 
from precipitating the war.” 


Restitution and reparation 


“There is a provision in the agreement on reparation that the utili- 
zation of German manpower will constitute one form of reparation. 
The whole question is to be studied immediately by a commission to be 
set up in Moscow.” 

The Reparations Commission will also consider: 1. Restitution of 
identified property and in kind. 2. Reparation of equipment, goods, 
raw materials, and so forth. 3. Use of German production for rep- 
arations. 4. Restitution within Germany of despoiled property. 5. 
“There was general agreement that Germany’s foreign economic in- 
terests should be taken from her and that this would constitute some 
form of reparation to be discussed in Moscow.” 

France. As you will have noted from the communique, it was final- 
ly determined that France will be given a military zone of occupation 
of her own. It was also finally decided that France will be integrated 
on the Control Council. (Top Secret. This took some doing: The 
Russians did not like the idea.) No decisions were reached as to the 
exact location of the French zone. It was felt that this could be 
worked out between the British and American governments, but it 
seems likely that France will be given a part of the British zone west 
of the Rhine. It will be done in consultation with the French Provi- 
sional Government.” 


Other decisions 

1. Handling of United Nations prisoners and prisons. 

2. “There was general agreement on all types of records and ar- 
chives being made available to the major allies but no discussion on 
details.” 


Not discussed 
1. War criminals, Nazis and militarists. 
2. Concealed assets of Germans. 
3. Use of scientific and industrial development. 
4. Movement of German population. 
5. Government of Berlin. 
6. Movement of peoples between zones. 
7. Currency problems. 
8. Foreign exchange control. 
9. Japanese and neutral property in Germany. 
10. German property and national abroad. 
11. Transport, communication, and radio. 
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(Book 827-II, pp. 308-310) 
(Incoming telegram) 


DEPARTMENT OF STATE 
DIVISION OF CENTRAL SERVICE TELEGRAPH SECTION 


CHUNGKING VIA Navy. 
Dated March 13, 1945. 
DC rec'd 2:30 p.m. 


PEM-912 

This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency. 

Restricted 

SECRETARY OF STATE, 

Washington. 

422, March 13, 2 p.m. 

To Secretary of Treasury from Adler. 

Financial situation. 

One. Note circulation, January $202,892 million, February $226,210 
million, monthly increases of 7 and 11% and an increase of almost 
20% since January 1. 

Two. 1944 expenditures 172,993 million, revenue 40,750 million, 
deficit 132,243 million. January 1945 expenditures 49,292 million, 
revenue from taxation 5,165 million of which two-thirds made up by 
salt tax and land tax; February expenditures 24,953 million, revenue 
between 4 and 5 billion, receipts from sale of gold and gold deposits 
in January and February totaled 14 billion plus 2.8 billion from com- 
pulsory purchase of Treasury certificates. Attention is called to fact 
that increase in note circulation since January 1 is smaller than gap 
between expenditures and revenues including receipts from gold sales. 

Three. Official price indices not yet available, but conservative esti- 
mates indicate that prices in Chungking have risen over 50%; in 
Kunming probably more than 100%, and in Chengtu around 50% 
since January 1. Prices have continued to rise since Chinese New 
Year with spectacular increases in fuodstuffs in Kunming. Rate of 
increase in prices is now much sharper than before, and signs are that 
dpurxin inflationary process is occurring. 

Four. Gold sales: Spot January 61,000 oz., February 95,000 oz.; 
six-month gold deposits, January 234,000 oz., February 259,000 oz.; 
other forward about 50,000 oz. in the two months. Official price un- 
changed, black market price $39,500 at end of February. 

Five. Chungking bank clearings January 97.4 billion, February 82 
billion. Interest rates 10% per month. f 

Six. Open market rate for United States currency which fluctuated 
around 500 during January rose to 600 in third week of February 
and is now 560. Rupee currency 165, savings certificates 330, bonds 
270, bond coupons 400, and sterling checks 1400-1500. UCB sold US 
dollars 11 half million of its January allotment at average of under 


300; current UCB rate 310. os 


LMS 
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CABLE TO MINISTER JOHNSON AND OLSEN, STOCKHOLM, SWEDEN, From 
WRB Boarp 


Re our 173, January 31, and your 676, February 22. There is re- 
peated below for your information text of our cable to London re- 
questing Blockade authorization for one shipment from Sweden of 
medical supplies, clothing, and food parcels with over-all amount of 
1,000,000 kroner: 

“Expansion of parcel program from Sweden for detainees in Ber- 
gengelsen desirable at this time and recommended by AmEmbassy and 
WRB representative Stockholm. Proposal covers on shipments from 
Sweden of 300,000 kroner medical supplies, 500,000 kroner clothing, 
and 200,000 kroner (24,000 parcels) N from Sweden. 

“Distribution would be handled after the manner of the currently 
approved food parcel program Sweden. Reference is made to De- 
partment’s 945 of February 7 ‘and your 1959, February 13, and earlier 
exchange on this subject. 

“Department, FEA, and WRB request urgent approval from Joint 
Relief Subcommittee so that procurement and shipment can be begun 
at the earliest possible moment. If MEW agrees, please inform 
Stockholm direct, repeating to Washington.” 

For your information the American Jewish Joint Distribution 
Committee here has indicated to the Board that it will underwrite the 
cost of this program. 

This is WRB Stockholm cable No. 326. 

9:30 a.m. 
March 13, 1945. 


(Book 827-II, pp. 311, 312) 


[Incoming telegram] 
DEPARTMENT OF STATE 


DIVISION OF CENTRAL SERVICES TELEGRAPH SECTION 
CHUNGEING VIA Navy. © 
Dated March 13, 1945. 
Rec'd 1:35 p.m. 


AG-893 : i 
araphrased before being communicated to 


This telegram must be E 
anyone other than a Government Agency. 


Restricted 
SECRETARY OF STATE, 
Washington, 

415, March 13, 9 a.m. 

Embassy has discussed question of having United Clearing Board 
sell hegotinble checks in China with Bishop, UCB Treasurer here. 
(REDEPTEL 364, March 3, 11 a.m.). Bishop states proposed method 
of acquiring Chinese currency would probably not involve more than 
US $10,000 per month and would therefore not be effective, espe- 
cially as UCB is endeavoring by sale of drafts to dispose of more 


1442 MORGENTHAU DIARY 


than US dollars one million per month and has on deposit about US 
dollars two and one-half bon (billion?) still unsold. He further 
states that even if endorsement on checks were limited to only one 
other part there would be no way to prevent checks falling into hands 
of speculators. A A 
Embassy does not believe sale of negotiable checks would be advis- 
able because (1) if conditions of issuance, such as limiting endorse- 
ment to even one other party, were liberal these checks would prob- 
ably fall into hands of speculators and (2) if conditions of issuance 
were not liberal the checks would be no more attractive or effective 


than drafts currently issued. Adler concurs. 


JT 


ACHESON, 


(Book 828-I, p. 197) 


Chungking via Navy 
Dated March 14, 1945 
Rec'd. 4:20 p.m. 


This telegram must be paraphrased before being communicated to 
anyone other than a Government Agency. 


Restricted 
SECRETARY OF STATE, 

Washington. 

433, March 14, 2 p.m. For Commerce. 

Following confidential comments on economic developments in free 
Melina during January, February supplement Embassy’s 431, March 
14. 

Inflation apparently getting out of hand with no evidence of gov- 
ernment intention to take drastic action to curb prices, presumably be- 
cause realized price control without effective rationing incapable of 
enforcement. Treasury Attache believes inflation has now entered 
snowball phase with financial reforms instituted January, although 
steps in right direction, barely scratching surface of inflationary sit- 
uation. % 

Note circulation end February estimated CN dollars 228 billion, in- 
crease of about 20% since January one. Monthly budgetary deficit 
now around CN dollars 30 billion compared about CN dollars 12 bil- 
lion in 1944. About 25% of monthly deficit made up by gold sales, 
receipts from which exceed revenue from taxation. Deficit likely to 
increase as projected reorganization of Chinese Army will entail fur- 
ther heavy expenditures while revenues remain extremely low. Im- 
mediate effect of financial reforms is to lower revenue and thus increase 
budgetary deficit. Chinese Government now relying on sale of gold 
and six month gold deposits as main source of revenue, receipts from 
such sales January and February being CN dollars 14 billion plus 
20% of that sum from compulsory purchases of Chinese Treasury cer- 
tificates by gold buyers. Less than 25% of receipts from gold sales 
were from spot sales with remainder from six month gold deposits. 
Central Bank’s short position on gold now about one million ounces. 
a ng sold at absurdly uneconomic price, China’s foreign 


Gold ae eae are being dissipated without significantly affecting 
exchange tuation, and part of gold is being sent to occupied China. 


economic Sl 
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General Wedemeyer reliably stated to consider inflationary trend 
as almost as great an obstacle to U.S. Army operations in China as 
Japs. U.S. Army Headquarters here is considering plan to import 
urgently needed consumer goods such as cotton cloth for barter pur- 
poses to obtain foodstuffs and other supplies. FEA is also considering 
plan to import clothing and other products under Lend-Lease. Chi- 
nese Government reportedly also has stocks of civilian goods in India 
which it hopes to move into free China soon. It is doubted whether 
the volume of goods which can be moved into China in the next six 
months will materially affect situation characterized by increasing 
goods shortage and intensified hoarding as hedge against depreciating 
currency. Some Chinese meanwhile deriving satisfaction from re- 
ports conditions in occupied China are much worse than here. 

ACHESON, 
JT 


ef:copy 3-17-45 


(Book 829-I, pp. 124-126) 
Marcu 17, 1945. 

Drar Mr. CrowLeEY: I read with interest your letter of March 3, 
1945 regarding exports of gold to China. As you know, we have had 
the question of gold exports to China, including gold acquired in pay- 
ments of sale of tin, under discussion for many months. 

As you point out in your letter the problem has not been that the 
Treasury has objected to the export of earmarked gold obtained from 
the proceeds of tin sales but rather it has been largely a matter of 
shipping facilities. 

We have not gone into the question of whether gold is actually 
needed in China to maintain tin production although it would be in- 
teresting to learn from the Chinese why it is that the gold is needed 
physically in China to maintain tin production or why other more 
feasible arrangements have not been or could not be made. 

I have just informed the Chinese Government authorities here that 
we have been able to obtain facilities for the export of about 200,000 
ounces or the equivalent of $7 million of gold during the next few 
months and have also informed them of the request of the National 
Resources Commission for the immediate export of 100,000 ounces of 
gold. One-half of the tonnage being made available, or about 100,000 
ounces, will be devoted to the export of gold acquired from the sale 
of tin. 

Sincerely yours, 
(Signed) H. Morcenriav, Jr. 
Mr. Leo T. CROWLEY, 
Administrator, 
Foreign Economic Administration: 
Washington, D.C. 
ISF/efs 3/17/45. 
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Foreien Economic ADMINISTRATION 


OFFICE OF THE ADMINISTRATOR 


WAsHINGTON D.C., March 3, 1945. 


The Honorable the SECRETARY OF THE TREASURY, 
Washington, D.C. 

Dear Mr. Secretary: The Foreign Economic Administration, act- 
ing under a public purchase directive from the War Production Board, 
is requested to manatee “all available” amounts of tin. A considerable 
portion of the metallic tin which the United States requires to fulfill 
its 1945 commitments under CRMB allocations must come from China. 
We obtain Chinese tin through the National Resources Commission of 
China. The Commission in turn, under the terms of its offer to the 
Chinese tin producers, must pay for such tin with gold. 

In February 1944, both the Treasury and the Foreign Economic 
Administration agreed on a program of gold sales to China in payment 
for tin. On September 26, 1944, a Tin Agreement was signed between 
the National Resources Commission and the U.S, Commercial Com- 
pany providing, among other things, that in return for dollars received 
from the U.S. Commercial Company the Federal Reserve Bank would 
transfer to the Central Bank of China as payment for tin delivered 
by the National Resources Commission. The gold so transferred was 
to be held in a special earmarked account of the Central Bank of China 
with the Federal Reserve Bank of New York. Up to the present time, 
215,084 ounces of gold ($7,527,929.20) have been earmarked under the 
terms of this agreement. 

The National Resources Commission has no gold in China to con- 
tinue its tin program. In anticipation of replacements from its own 
holdings in the Federal Reserve Bank for use in China, it has borrowed 
gold from the Central Bank of China, but is now unable to continue 
borrowing for this purpose. In consequence of this situation, the 
Foreign Economic Administration finds itself unable to purchase 
further substantial amounts of tin from China. Tt will remain unable 
to purchase tin unless gold exports are immediately arranged to enable 
the National Resources Commission of China to resume its own tin 
purchase program. 4 

In a letter to Mr. Currie dated December 6, 1944, the Treasury in- 
formed the Foreign Economie Administration that if the Chinese 
Government wished to export earmarked gold obtained from the 
proceeds of tin sales, the Treasury had no obiection. but that because 
of shipping limitations such gold exnorts could only take place at the 
expense of exports of gold by the Chinese Government from the pro- 
ceeds of the $500 million credit granted to it in March 1942. Since this 
letter was sent, however, the Stilwell Road has been opened, and the 
flow of supplies into China will soon increase sharplv. Therefore, it 

should now be possible to accelerate the rate of gold shipments into 
China and to meet the most urgent requirements for gold both for the 
purposes of the 1942 credit and for the tin nrogram. 
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To carry out the tin program, the National Resources Commission 
has immediate need for 100.000 ounces of their earmarked gold, to- 
gether with provision for the early export of the remaining gold 
earmarked to their account. Tn view of the above situation. Y should 
like to ask for your early assurance that the necessary gold export 
licenses will be eranted promptly to the National Resources Commis- 
sion for the 100.000 ounces, just referred to. and that licenses will be 
granted for the remainder as required to effectuate the tin program. 

Sincerely yours, 
Leo T. CrowrLExY, Administrator. 


(Book 829-IT, pp. 197-221) 


Marcu 19, 1945. 
9:50a.m. 
Grover 
Present : 
Mr. D. W. Bell 
Mr. Gaston 
Mr. White 
Mr. Luxford 
Mr. C. S. Bell 
Mr. Pehle 
Mr. Blough 
Mr. Haas 
Mr. DuBois 
Mr. Coe 
Mr. Fussell 
Mr. Lynch 
Mr. Bartelt 
Mrs. Klotz 

H. M. Jr: I had a very good forty-five minutes with Walter George 
and he ended up by saying, “I will say a good word for Bretton 
Woods.” a 

Mr. Luxford: Good! 

H. M. Jr: And you people have to protect me on what I am say- 
ing—that Baruch had not said one word to him about Bretton Woods 
although I had asked hìm to see him and he talked entirely about 
reparations, and when I said, “Well, did he say that reparations come 
first”—I told him that Baruch felt that reparations came first—he 
said, well he told him he thought it was very important, but he didn’t 
tell him it should come before Bretton Woods. I said he most likely 
wouldn't. Baruch didn’t want me to talk to George. He wanted 
me to wait until he had another chance. 

Before I go any further, welcome, Eddy Bartelt. 

Mr. Bartelt: Thank you sir. 

H. M. Jr: We'll take that nice fresh look off your face, (Laughter.) 

Mr. Gaston: Wipe that smile oft your face, 

H. M. Jr: Pl give you about two weeks to have your tongué 
hanging out. 
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Mr. Bartelt: That's good. : 

H. M. Jr: As you get thinner and more worried I expect Dan. 
Bell to get happier and fatter. 

Mr. Bell: Not any fatter, I hope! i Y 

H. M. Jr: That's your mission in life, to put weight on Bell. 

Mr. D. W. Bell: I don’t have any difficulty with that. The only 
difficulty I have is to keep it off. 

H. M. Jr: Now, Erle Cocke has done a good job. 

Mr. Coe: Cocke? 

H. M. Jr: Erle Cocke. Down South that's the way they pronounce 
it. (Laughter.) 

Mr. Coe: I beg your pardon. 

Mr. White: They have their troubles there. 

H. M. Jr: And he kind of wants to come up. Now I don’t know 
who is handling: him, but for God's sake, somebody handle him! 

Mr. White: We were in touch with him and told him we would let 
him know the minute we had a statement for him. PH call him this 
morning. 

H. M. Jr: Will you tell you to remind yourself? How will you 
remind yourself? 

Mr. White: I have to go into the biology of it. 

H. M. Jr: What can we do to remind them? 

Mrs. Klotz: All we can do is give them memos. 

H. M. Jr: White, you happen to be innocent for once. (Laughter) 
Just relax, will you? Keep out of this. 

Mr. White: I thought you were pointing to me. 

Mr. Luxford: You're doing all right. 

H. M. Jr: Keep out of it. (Laughter.) 

Mr. D. W. Bell: He’s guilty. 

H. M. Jr: If your conscience bothers you, well—— 

_ Now the other thing he mentioned—I will get off Bretton Woods 
in a minute—I asked about my going down there and the man he 
seems to look to is a man by the name of Frank Neely with Rich 
and Company, and Frank Neely is very pro-Bretton Woods, as we 
say in Georgia. 

Mr. White: Isn’t he a member of the Federal Reserve Bank? 

Mr. D. W. Bell: He is the Director of the Federal Reserve Bank 
down there. 

H. M. Jr: A little Jater in the day I will have a little conference 
and we will talk, but he is connected with Rich and Company. 

Mr. D. W. Bell: That’s a department store I think. He owns most 
of it he said. 

H. M. Jr: So he seems to be—and Walter George would come to 
a meeting if I went, but he said he didn’t think it was necessary, 
because he said both the Atlanta Journal and the other papers there 

rit. 
E White: It's the only way George will probably learn much 
about Bretton Woods and become more enthusiastic, besides the 
excellent effect it will have on the meeting. — 
H. M. Jr: Are you people going to be on the Hiji? 


Mr. Luxford: Yes. 
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Mr. White: He is, and we have some things to decide before, so 
I wondered if we could bring them up. 

H. M. Jr: Go ahead. The other thing he said is, “I know this 
doesn’t go to the heart of the thing, but myself and others up here 
are worried. We hear about loans to France, loans to England, loans 
to Russia—I know'we have to do this thing but there's UNRRA— 
and there just doesn't seem to be any coordination.” So I said, “Well, 
I agree with you and I think the thing should be centered in the 
Treasury. Maybe you disagree with me.” He said, “Well, it should 
be centered in the Treasury so we can look to the Treasury. That’s 
where it should be—one central place we can look to, not that we 
don’t want to make these loans, but it seems unlimited.” 

Mr. Gaston: Too many people have checkbooks. 

H. M. Jr: And the other thing he said which bothers me is that 
the size of the Fund is too big, so I gave him a little talk on that and 
he said, “Well, Cocke said that it is all right.” I told him that when 
you are playing poker and have chips in front of you, you don’t 
bluff the fellow if you have two chips, but you bluff the fellow if 
you have a lot of chips. He said, “I understand that language.” 

Those are the two things—and to my amazement he told me this— 
“Unless you forget,” I said, “don’t forget, Walter, starting with 
Postal Savings and right down the line the ABA has always opposed 
that legislation.” He said, “I’ll tell you something. Before Ronald 
Ransom was with the Federal Reserve he came up here represent- 
ing the ABA and made a terrific fight against the Federal Deposit 
Insurance and,” he said, “I told him that was the kind of thing that 
the country needed even though it cost money to re-establish con- 
fidence in the banks, but I’m just mentioning this as a matter of 
interest. Ronald now is completely changed.” He realized perfectly 
it is just the big banks in New York, so I think he is in pretty good 
shape, see? 

Mr. D. W. Bell: In connection with these there is one question 
about Treasury’s having all of this information before the Ways 
and Means Committee. They considered an amendment to the Public 
Debt Bill directing you to come up in thirty days giving them a com- 
plete story on the financial cendition of the Government, including 
all contingent. abilities of whatever character exist. I told him not 
to put it in the form of an amendment. If he would like to have us 
come up within thirty days and give them a complete picture, we 
would be too delighted to do it. So they are looking forward to that 
and they said, “At the time we want to serve notice on you that we 
want to ask a lot of questions on Lend-Lease, we would like to have 
you have all the answers.” 

H.M. Jr: Well 

Mr. D. W. Bell: 1 think it is something the Ways and Means Com- 
mittee should do every quarter. 

H. M. Jr: Would you try out that recommendation we have to the 
President centralizing the control of 

Mr. D. W. Bell: Yes. 

H. M. Jr: ——of Government lending? 
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Mr. D. W. Bell: I have a suspicion that the original is in the hands 
of Harold Smith now. 

H.M. Jr: Now those who have to go on the Hill h 

Mr. White: 1 have to settle something as to what is to be done, 
so I would like to be excused as soon as possible. 

McCloy called up, and I told him you were out of town I thought. 
I didn’t say I thought, I told him you were. 

H. M.Jr: Who? 

Mr. White: You. I thought you had gone away. When he comes 
back P11—(Laughter.) 

H. M. Jr: Good morning. 

Mr. White: He didn’t ask for you. 

H. M. Jr: How do you do? 

Mr. White: He said there was a meeting scheduled for us and he 
was troubled about Lubin’s being present. He didn’t want to feel— 
so I said I was certain that if you knew that he was that you would 
arrange it so that Lubin wouldn't be there, so if you have already 
called him 

H. M. Jr: You called who? 

Mr. White: I-didn’t call anybody, and then I found out that you 
were here. (Laughter.) 

Mr. Gaston: I think it was a couple of other fellows. 

H. M. Jr: What I want to know is, is Harry White here? 

Mr. White: Yes, I'm here. Tam here now. (Laughter.) 

If you have-invited Lubin, then I think that somebody will have 
to make some changes—if you haven't, well, you can just forget it. 

H. M. Jr: Lubin was here when I called him. 

Mr. White: Well, he was much troubled. He said it would appear 
we were ganging up on the State Department, butting into things 
the Army doesn't feel it is wholly 

H. M. Jr: So you will give me the privilege of calling Lubin ? 

Mr. White: You can have that privilege, or if you don't want to, 
we will take care of it. 

Wayne Taylor was prepared to testify. We told him we would like 
to have him. He has a statement, and so forth. I received word from 
Avery Saturday that if we want him to testify, it had better be Mon- 
day or Tuesday because he won’t be available thereafter. He said, “I 
hope he'll understand,” so we are going to try to get—see if he can 
testify tomorrow, and if it is your thought we ought to ask Wallace 
first—— 

H. M. Jr: 1 thought you would, because you told me two or three 
times about Wayne Taylor that you were going to ask Wallace, so 1 
said to Wallace at lunch, “I know the boys talked to you about Taylor 
testifying,” and he seemed to know what 1 was talking about, so it 

seemed to'be all right. À ; 

He's in the same frame of mind as you were this morning. 

Mr. White: Allright. 

H. M. Jr: Sol talked to him. 

Mr. White: Okay. Did you hear the debate between Taft and 
2 
= e r: I didn’t, but Mrs. Moenia did. 
Mr. White: What did she say ¢ 
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H. M. Jr: Her reaction was that she didn’t ‘think that we got 
quite the best of it. 

Mr. White: That's what I heard. 

H. M. Jr: She thought that Taft raised a number of doubts. There 
was one particular thing she said she heard you answer, on why the 
Fund would be frittered away the first year, and she said Acheson 
didn’t answer. She said you gave a very good answer to that, but he 
didn't answer that. She thought Dean was tough and went right 
after him and that Taft kept saying all the time, “Oh, you can't put 
words in my mouth,” but the net result was it left a lot of doubts, not 
in her mind, but 

Mr. White: in the layman's. 

H.M. Jr: Am I correct? 

Mr. Luxford: I agree fully with that. 

H. M. Jr: It’s too late for me, but this question that the money 
would be frittered away within one year 

Mr. Luxford: They didn’t get down to Taft’s level in slugging him. 

H. M. Jr: Does that check ? 

Mr. White: Yes, and Taft is on the American Forum of the Air 
tomorrow against Tobey with others. I am afraid that we had better 
debate as little as possible with Taft, unless whoever is debating with 
him is willing to use Taft’s tactics because he is an effective ruthless 
commenting speaker and he apparently gets away with it, so we ought 
toshy against. debating with him in public. 

H. M. Jr: Can’t somebody slip notes to Tobey ? 

Mr. Luxford: We will talk to them in advance about how we have 
to handle Taft. 

H. M. Jr: That particular thing better be taken care of so the 
whole Fund won't be disposed of the first year. 

Mrs. Klotz: If they want a Treasury man on it, they can still put 
somebody on against him. 

H. M. Jr: Something tells me you are overruled. 

Mrs. Klotz: I expected tobe, but I expected this before. ' 

Mr. Luxford: 1 dont think a Treasury man is a man to hit him, 
and that's what was wrong with Acheson. A Government man can’t 
hit a Senator like Taft. Someone like Gregory who isn’t in the 
Government S : 

H. M. Jr: Mrs. Morgenthau said the Congressman from California 
wasn’t too good either. 

Mr. Luxford: Not on that point. 

Mr. White: Well, it’s too late now. 

H.M.Jr: What else? 

Mr. White: That’s all. 

H. M. Jr: Luxford? 

Mr. Luxford: I have nothing. 

_H. M. Jr: Luxford, please make a note. This afternoon I would 
like a nice letter to Will Clayton thanking him for Saturday's per- 
formance, which I think was excellent. 

Mr. White: Mr. Feltus had arranged that. 

H. M. Jr: I know. 
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Mr. White: And we have word that Green may have difficulty in 
coming' out for us because he feels that we are partial, or I am partial 
to the CIO. I can’t imagine where he got that idea. He is surrounded 
by some people who don't think that he ought to come out for it. 1 
don't know what success we will have with him. Dean Acheson spoke 
to George Meany. Meany thinks it would be a great mistake if the 
AF of L comes out against Bretton Woods, and thinks they should 
come out for it. 

H. M. Jr: Do you know Pearl? , 

Mr. Gaston: Phil Pearl? I know him very well. 

H.M. Jr: Will you have a talk with him? 

Mr. Gaston: Yes. ; k 

Mr. White: The person apparently influencing Green the most, as 
we got it—I have no way of knowing whether it is true—is Miss 
Thorne. : 

Mr. Gaston: Yes, she was over here once or twice on taxes. Roy, 
you've seen her. i 

Mr. Coe: Harry, did you hear the International Committee under 
Woll took it up and seemed favorable ? 

Mr. White: All the people down the line were favorable. 

Mr. Coe: Including Matthew Woll. 

Mr. White: I didn’t know Woll, but the technical people came out 
for it. 

H.M. Jr: Isthat all? 

Mr. White: Yes. 

H. M. Jr: The other thing George told me is Fred Kent, who wrote 
the banker’s report brought a typewritten copy to George’s hotel in 
advance. 

Mr. White: Fred I. Kent. 

Mr. Gaston: Bankers Trust, isn’t it 2 

Mr. D. W. Bell: He was foreign exchange man in the last war. He 
was loaned to Fed in that period. 

H. M. Jr: Are you going to take care of Earl Cocke? 

Mr. White: Yes. 

H.M.Jr: Allright. a 

Mr. C. S. Bell: I had two or three deferment cases, and that is about 
all this morning. Here is Friedman, Irving Friedman. He is with 
Monetary Research. 

H. M. Jr: How old ishe? 

Mr. C. S. Bell: Thirty years old. He is over the line. Ted Wilson 
wouldn’t go along with it, but Mr. Gaston and I feel it is justified. 
He is on the key list. 

H. M. Jr: Who does he work for? 

Mr. C. S. Bell: Under Mr. Coe. 

Mr. D. W. Bell: He was on China, wasn’t he? 

Mr. C. S. Bell: Far East and the Orient. 

Mr. Coe: We would be in an awful state on China if he went. He 

has handled that for three years. _ 

H. M. Jr: He is not on the key list? 
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Mr, C. S. Bell: No, but you approved him back in January for 
deferment when he was twenty-nine. He is over the line now. 

H. M. Jr: Before much longer everybody will be over the line. 

Mr. C. S. Bell: We are going to have to recheck the key list, Mr. 
Secretary. We have had organizational changes throughout, and what 
I want to do now is submit a new key list. 

H. M. Jr: I think you should. (Secretary signs deferment of Irv- 
ing S. Friedman.) 

TIl go along on this. 

Mr. C. S. Bell: There is a plate printer. He is thirty-three years 
old. (Secretary signs deferment request of Frederick H. Swoboda.) 

H. M. Jr: I still say we ought to get some of the boys out of At- 
lanta and put them to work. All the good engravers are in Atlanta. 

Mr. C. S. Bell: Here is one from the Bureau of Internal Revenue. 
I didn't go along with that, but Mv. Wilson and Mr. Gaston did. J. 
Edgar Hoover had all of his special agents deferred. 

H. M. Jr: What J. Edgar Hoover does doesn’t necessarily mean I 
have to do. 

Mr. Gaston : How old is that man? 

H. M. Jr: Thirty-two. 

Mr. C. S. Bell: I kind of felt they could have trained in all this time 
someone to take his place. Really what they are supposed to do is 
train someone else. 

H. M. Jr: Mr. Gaston approved it? 

M. C. S. Bell: And Mr. Wilson. 

Mr. Gaston: I think those trained investigators who are over 
thirty—I just can’t see any reason for letting them go. We are ter- 
ribly short of men who know something. 

Mr. C. S. Bell: Only this reason, Mr. Secretary. They have used 
up all the men twenty-nine. They have to go in the next group— 
thirty to thirty-three. We are just starting in that now. 

H. M. Jr: Who has to go? 

Mr. C. S. Bell: Thirty to thirty-three, into the Army. 

H. M. Jr: They haven’t yet. , 

Mr. C. S. Bell: They are going into it right now. ‘That is the thirty 
to thirty-three group. 

H. M. Jr: That is the ruling?* 

Mr. C. S. Bell: It isn't yet. In a sense the thirty to thirty-three 
almost takes place of the old eighteen to twenty-nine group. 

H. M. Jr: I hadn’t seen that. 

Mr. C. S. Bell: That is the general understanding with the draft 
boards. 

H. M. Jr: Isit n fact? 

Mr. C. S. Bell: No. Nothing has been published on it, but we 
checked the draft boards and when they go over thirty to thirty-three, 
then it is because their lists are exhausted for those under thirty. 

Now, we have deferred that class in the past. 

H. M. Jr: Well, I think that until we change that—after all I 
changed my sights to nobody under thirty. 

(Secretary signs deferment request of Ronald S. Folk.) 
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H. M. Jr: You will have to go to General Hershey and find out. 
Mr. Gaston: I think we need those men as badly as we need plate 
printers, and we can’t get them. 

Mr. C. S. Bell: A career man resigned in New Orleans. 

Pe ees signs letter to Mr. Victor L. Gicquel dated March 19, 
5. 

H. M. Jr: I would go to Hershey and find out. 

Mr. C. S. Bell: We are trying to work that policy with Selective 
Service now, They don’t have it all formulated. It will be soon. 

Mr. Goldbaum of the Washington Labor Canteen wants to hold 
dances on your south patio throughout the summer on Sunday nights. 
Pd like your permission to turn all of the dances down but the Stage 
Door Canteen one night a week, Saturday, on the ground that it might 
be disturbing to the White House to develop this area into a Coney 
Island throughout the summer. 

We have had many requests from the Army, Navy, and labor 
organizations. 

H. M. Jr: You feel you can’t handle the situation ? 

Mr. C. S. Bell: It will get out of hand, sir. We have had some 
difficulty. This is a well managed organization, the Stage Door 
Canteen. They do what we tell them to do. All of their girls have 
been checked by the FBI. There is no chance of secrets being ex- 
changed when they dance with the boys, and we are a little hesitant to 
let other organizations come in. 

H. M. Jr: I will tell you what I would kind of like you to do. I 
would like you to talk it over with Mrs. Doyle. You know, I went 
around, I think it was, to thirteen different places on a Sunday night 
in Washington, and there was one place—and she will know it—a 
great big red brick building only for Negroes. I think it was a Negro 
Y.M.C.A. I am not sure, but there was one place we went—you ask 
her—which was only for Negroes, and it was beautifully handled. 
Now, the possibility of letting them have it one night a week 

Mr. C. S. Bell: You might get that same organization. We have 
some colored requests. They don’t specify colored, they want a com- 
bination. 

H.M. Jr: This is entirely colored. 

Mr. C.S. Bell: Yes, sir. 

H. M. Jr: She will know. I haven't got the list, but it was entirely 
Negro. It was a big brick building. 

Mr. C. S. Bell: I will check. a 

H. M. Jr: I think it is the Young Men's Christian Association; 1 
am not sure, but it is only for Negroes, see? 

Mr. Pehle: You won't get into trouble on segregation on Govern- 
ment property, will you? That is always a very touchy thing. 

H. M. Jr: Well, we have got it with the Stage Door Canteen. 

Mr. Pehle: I know, but—— ] ) 

Mr. C. S. Bell: No, sir. We have colored servicemen coming to this 

dance of ours on Saturday nights, and we never have any difficulty. 

H. M. Jr: Talk it over with Mrs. Doyle. 

Mr. C. S. Bell: Thereisa lot in what J: ohn says on that. , 
Mr. Pehle: They say you are Jim Crowing, or something out here. 
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H. M. Jr: Then let's leave it alone. 

Mr. Pehle: That is what always happens. It is very unfortunate, 
but—— 

H. M. Jr: Let's leave it alone. 

Mr. C.S. Bell: That is all I have. 

H. M. Jr: Daniel? 

Mr. D. W. Bell: There is a meeting of the Byrd Committee tomor- 
row to continue on with the manpower problem in the Government, 
and Civil Service will be heard. Would you like to have me attend, 
or is there another meeting? 

H. M. Jr: Would you please? No, there is no other meeting. 


Mr. D. W. Bell: You sent me a note as to the reparation question 
on the last war. 


H.M.Jr: Yes. 

Mr. D. W. Bell: The question on reparations as to who handled it 
during the last war—it was handled by the Reparations Committee 
set up by the Versailles Treaty. I can get you a complete report. 

H.M. Jr: Who was on for the U.S. Government? 

Mr. D. W. Bell: Noone on Reparations. 

H. M. Jr: Nobody representing the Treasury ? 

Mr. D. W. Bell: We had an observer for a while, but didn't ratify 
the treaty. We had no claims, except the Army of Occupation, but 
we did have an observer, and later on there got to be so much. eriti- 
cism in Congress that we even withdrew the observer. 

But at the Peace Conference we had Norman Davis, who was then 
Assistant Secretary of the Treasury. He went. over as financial ad- 
viser to the President, and also Mr. Rathbone, who was Assistant 
Secretary of the Treasury, was there as a Treasury representative. 
But after the Commission was set up we were not officially repre- 
sented, but we had an observer. I will give you a complete memo 
of the people that 

Mr. Haas: Parker Gilbert became Adjutant General. 


Mr. D. W. Bell: He was not a representative of the Treasury in 
a sense. 


H. M. Jr: What else? 

Mr. D. W. Bell: That is all. e 

H. M. Jr: Joseph? 

Mr. DuBois: 1 have nothing, except that Frank and 1 would like 
to talk to you for a while on this German question. 

H. M. Jr: Well, I want to see Mrs. Klotz and the stenotypist, so if 
you people will wait outside, I will see you right after that. I will 
see you this morning. 

Mr. D. W. Bell: Are you seeing Wedemeyer? Richards was over 
Friday to talk about another settlement with China. 

H. M. Jr: He will be here. You come in. I am going to talk to 
him about this. a+ de 

Mr. D. W. Bell: Well, he said he had quite a long talk, and he was 
asking him how they should deal with the Chinese in these settle- 
ments, and he said it should be fair, but it would be awfully tough. 
But if they got the idea that they were putting something over on 


you, well, they sort of lose respect for you. i 
would have to be tough on this next are pena ore to 
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H. M. Jr: I had a few minutes with Wedemeyer over at the War 
Department the other day, and he said he took no interest in the thing 
at all. He said he relied largely on Adler. f 

Mr. Coe: Mr. Secretary, if you remember, Hurley said Wedemeyer 
took no interest in it, but our view was Wedemeyer would be much 
more helpful to us in negotiating this problem than Hurley. The 
Army knows what it is doing, and knows what you want. 

H.M. Jr: You be here, too, at eleven o’clock. 

Mr. D. W. Bell: Eleven today ? 

H. M. Jr: Yes. 

Now, how far did we get? ToJoe? 

Fussell ? 

Mr. Fussell: I have nothing. 

H. M. Jr: Eddie? 

Mr. Bartelt: Mr. Secretary, 1 would like to report that payments 
of sixteen million 1943 Internal Revenue refund cases were completed 
on March 10. You may recall that the Bureau turned over to our 
Division of Disbursement about the 26th of January five and one-half 
million of these cases, and payments on those were completed in 
about five weeks. We think the Division of Disbursement did a 
pretty good job, and thought you might like to write them a letter 
of commendation. 

H. M. Jr: That is the thing we decided to do sight unseen. 

Mr. Bartelt: Yes. They did this by borrowing personnel from 
other agencies. 

H.M. Jr: It was completed by when ? 

Mr. Bartelt : March 10. 

(Secretary signs letter to Mr. G. F. Allen, dated March 19, 1945.) 

H. M. Jr: Just before income tax day. Was the stuff mailed? 

Mr. Bartelt. Yes. 

Mr. D.W. Bell: They did a good job, put in twenty-five thousand 
dollars of overtime and borrowed people from other departments 
who worked overtime to the extent of.thirty-seven hundred dollars. 

H. M. Jr: What else? 

Mr. Bartelt: That is all, sir. 

H. M. Jr: John. ‘ j 

Mr. Pehle: The-Mead Committee is putting out a report on sur- 
plus property, and we are going over it in advance. It is reasonably 
favorable to us, but it is critical of certain things. It is very critical 
of the Board—the Surplus Property Board. 

H. M, Jr: General Greenbaum had lunch with me yesterday, and 
he started in on New York and you were handling it, and I happened 
to have your weekly report, so I showed how the Army keeps with- 
drawing stuff just as soon as they give it to us, and that seemed to 
putanew light on the thing. ; s 

He seemed to think we were dumping stuff—that we weren't mov- 
ing, and I said, “Maybe we don’t get it to you fellows.” 

5 . 

You had a paragraph on warehouses, and 1 showed him that. 1 
said I didn’t know whether we were waiting on them or they were 
waiting onus. Why can’t you get together? 
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So he reminded me that New York was going to get more and more 
troublesome as time went on, and 1 said 1 realized 1t, and did he have 
some idea of somebody we could slip it to, Henry Wallace or some- 
body like that? So you might keep it in mind. 

Mr. Pehle: This isn't anything that can be slipped to anybody 


o 
. M. Jr: Well, I don’t know. 

Mr. Pehle: Not that I would be willing to have it go to anybody, 
but—— 

H. M. Jr: You have contacts on the Hill. 

Mr. Pehle: There will be a series of difficulties with the Hill, there 
is no doubt about that. It is a very difficult assignment, and there 
are always rumors. Things we are criticized for are not true at all, 
like the question of failing to deliver checks on time. 

H. M. Jr: Who does your press contact over there? 

Mr. Pehle: That needs great improvement. We are in touch with 
Mr. Fussell on it. 

H. M. Jr: He hasn’t anything to do, so— 

Mr. Pehle: We are trying to locate a new man. 

H. M. Jr: Is that right, Fussell? 

Mr. Fussell: Yes. 

Mr. Pehle: So far our press has been reasonably good. 

H. M. Jr: Have a talk with Fussell. I am joking but he is an 
accordion and can expand. He is another one of these fellows who 
comes in with lots of pink and enthusiasm. 

Mr. Pehle: Right. Thaven’t anything else. 

H. M. Jr: Frank, this is a letter that came to me literally. There 
are three envelopes, each one marked “top secret.” 3 

Don't circulate it. See whether the thing is correct or not. Literally 
it was enclosed in three envelopes. Are you through, John? 

Mr. Pehle: Yes. 

Mr. Coe: Ihave nothing, sir. 

Mr. Haas: Ihave nothing. I received your note. 

H. M. Jr: Yes, 1 didn't know they stopped sending ninety percent 
of the food to England. You find out, will you? 

Mr. Haas: Immediately, isn'teit ? 

H. M. Jr: Immediately. That's the result of Judge Rosenman’s 
going over there to see that the civilian population gets more. 

Mr. Coe: I think that’s a proposed allocation. 

H. M. Jr: Well, the English—the full story of the English press 
from London—I wondered how much more there was if they cut the 
English down from two hundred and fifty thousand tons to twenty- 
five tons. Y would like to know because that is contrary to this whole 
agreement, which sat around here for months, isn’t it? 

Mr. Coe. I’m not sure about that. 

H. M. Jr: You are not sure about that? 

Mr. Coe: Because the agreement is subject to—contrary to the spirit 
of it, but the agreement was all subject to allocation and what they 


are doing is proposing to allocate less for one quarter and draw on 
the stock piles for more. 
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H. M. Jr: If this is the way we are tightening our belt, I would 
like to know about it? 


oy? 

Mr. Blough: Aside from being flat-footed and red-faced, I haven’t 
anything. 

H. M. Jr: Flat-footed and red-faced ? 

Mr. Blough: You didn’t get your memo Saturday. 

H. M. Jr: You and Dan forgot it, didn’t you? 

Mr. Blough: I forgot. 

H. M. Jr: Well, that’s an excuse for me to find out some way to 
make it impossible for you fellows to forget. 

Mr. Blough: That’s all he’s got to do. 

Mrs. Klotz: How can we follow them up on Sunday? 

H.M. Jr: I wanted it Sunday, for supper. 

Mr. Blough: He got it, too. 

Mrs. Klotz: I thought that was a day of rest. 

H. M. Jr: It is, but not when these fellows ask me to talk to Mr. 
Davis Sunday night. 

Mrs. Klotz: They ought to have their own section follow up on it. 
That’s what they have them for. 

Mr. D. W. Bell: They didn’t know it. Their own section didn’t 
know. See, what happened is Roy went back and went into a series 
of meetings and forgot it completely. 

Mrs. Klotz: Oh. 

Mr. Blough: It won’t happen again. 

H. M. Jr: Well, there were two the same day. As a matter of fact, 
I called you Saturday night. 

Mrs. Klotz: I’m glad I was out. 

Mr. D. W. Bell: Did you get any results? 

H. M. Jr: I mentioned it to him and he sort of seemed a little sur- 
prised and didn’t pay much attention to it and he said he would talk 
to you about it. 

Mr. D. W. Bell: I am supposed to call him back today. 

H. M. Jr: He wanted to know why we postponed it until after 
Congress adjourned, and you didn’t tell me 

Mr. D. W. Bell: It was lack of complete data. 

H.M. Jr: That wasn’t in the memo. 

Mr. Blough: I said we were continuing studying and that’s why 
it was postponed. 

H.M. Jr: I don’t think he wanted —— 

Mr. Blough: You wanted it limited to one page. 

H. M. Jr: There have been a number of cases and I am going to 
work something out. Something is going to happen anyway. 

Mr. Blough: I don’t have anything else. 

Mr. Lynch: Ihave nothing, Mr. Secretary. 

H. M. Jr: What's the matter with Joe? St. Patrick’s Day? They 
were very mean to you and made you stay here and all the other Irish- 
men went up and had a good time. | 

Mr. Lynch: Tman unofficial Irishman, Mr. Secretary. 

Mr. Gaston: You are not in the inner circle. 
H. M. Jr: Unofficial, North of Ireland. 
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Mr. Lynch: Tam not carrying the'banner currently. 

H. M.Jr: Mr. Gaston usually goes up there and carriesit. 
Mr. Gaston: I was up there. 

H. M. Jr: What kind of Irishman are you? 

Mr. D. W. Bell: He's able to get back. 

Mr. Gaston: Pm a St. Patrick's Day Irishman. 


eae Jr: He’s the kind that can walk back. A good time was had 
y all. 


Mr. Gaston: Yes,a good time. 

H. M. Jr: I never get invited to those affairs. Why don’t we da 
something for the Irish inthe War Refugee Board? 

Mr. Pehle: They take care of themselves, Mr. Secretary. 

H. M. Jr: Herbert? 

Mr. Gaston: I don’t have anything. 

H.M. Jr: All right. 


(Book 829-IT, pp. 329-344) 


TREASURY DEPARTMENT Division or Monetary RESEARCH 


Date: March 19, 1945 
To: Secretary Morgenthau. 


This is the letter from Adler about which Coe spoke to you. 
H. D. W.. 


AMERICAN EMBASSY, 
Chungking, February 12, 1945. 
Strictly Confidential 
Letter IV. 


Dear Mr. Warre: Having been here almost exactly a month, I have 
had enough time to get the main contours of the situation and to 
evaluate them with a fair amount of dispassionateness. Therefore I 
propose to review the picture-in some detail with reference to Ameri- 
can policy in China in general ard to Treasury policy in particular. 

o 


I, POLITICAL CONDITIONS 


There is of course only one burning issue in the political sphere. 
Will the Generalissimo agree to the terminafion of one-party govern- 
ment (or, what comes to the same thing, his personal dictatorship) 
and to the formation of a real coalition Government? So far, no 
significant progress has been made in the negotiations, no matter 
what Hurley may say to the contrary on his return home. The 
Kuomintang and the Chinese Communists are as far apart as ever, 
and there is no sign of any improvement. It appears that the current 
discussions in Chungking have terminated in an agreement to con- 
tinue discussions on how to find ways and means to lead to unity. 


This is fundamentally a device adopted to save Hurley's face and 
to cover up his failure, as— 
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(a) The Generalissimo does not desire unity and is struggling 
to delay a settlement—i.e. a basic settlement—for as long as pos- 
sible. Of course, if the internal political situation deteriorates 
and the internal pressure on him increases, his aztivude will become 
moré platatory, just as it will become more intransigent if he 
feels internally stronger. In either case, if he can possibly help 
it he has no intention of moving toward more democracy. 

(by Chou En-lai is leaving Chungking in the near future and 
according to most Americans will not return except at the express 
invitation of the American representatives here. In other words, 
the Communists will not be represented by any of their top-string 
men in such discussion as may continue, which is a clear indica- 
tion of how much they expect from the negotiations at the mo- 
ment. 

There are several points worth making about the recent negotia- 
tions: 

1. Hurley’s contribution has been a major fiaso and blow for 
American policy toward China, if we can be said to have a clear-cut 
China policy. He enjoys the respect and esteem of neither party to 

the negotiations and has badlv bungled things. He is very much in 
T.V.’s pocket, and has allowed T.V. to! hoodwink him at every turn. 
His ignorance of China, his inability to understand either the Gen- 
eralissimo or the Kuomintang, and his crass stupidity are a sad com- 
mentary on the importance we attach to China. Under the most 
favorable conditions, his was a man-sized job demanding a mature 
intelligence and character, and very frankly he has neither. He isa 
stuffed shirt playing at being a great man, and both sides had little 
difficulty in seeing through him. He won't bear down on the Kuomin- 
tang, with which no other tactics will help. He runs to T. V. for ad- 
vice, shows him confidential American documents, accepts T. V.’s 
judgment on Americans (as on John Davies), and continues to trust 
him in spite of multiplying evidence of his duplicity. In addition 
to all this, he is an incompetent bungler in the diplomatic sphere and 
does not understand that the first function of an ambassador is to 
report faithfully the conditions in the country in which he represents 
us—witness his order to the Embassy, staff not to write any reports 
unfavorable to the Kuomintang. As already indicated, he is return- 
ing home with Wedemeyer in the near future for consultation, and the 
Embassy staff is hoping and praying that he won’t come back, as he 
makes their life miserable and their normal functioning impossible. 
Apparently, he has already had some tilts with the State Department 
on a few simple routine matters. 

(The following story amusingly reflects both T. V.’s duplicity and 
Hurley’s essential frivolousness. After the fire at the Embassy, the 
Generalissimo told Hurley that he could have any building he asked 
for. Hurley after a little scouting decided to ask for Kung’s resi- 
dence, one of the best buildings in Chungking. He first approached 
T. V., who advised him not to ask for it, as Kung was old and in 

hospital and might be hurt if his residence were transferred to some- 
one else. Instead of suspecting T. Vs unwonted solicitude for 
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Kung's tender feelings, Hurley accepted T. Vs explanation at its face 

value. Two clays later Hurley discovered that T. V. had in the mean- 
time installed himself in Kung's residence. Hurley told me this story 
himself. Nevertheless, Hurley still runs to T. V. for advice and allows 
T. V. to function as the interpreter in his interviews with the General- 
issimo. You may recall that the American Army used to have 
Madame Chiang as intermediary between it and the Generalissimo; 
T. V. is no better—and no worse—than his sister in this respect.) 

I should warn you that Hurley on his return will not only claim 
to have scored a great personal triumph where he has been a dismal 
failure. He will when he sees the Secretary and people who share the 
Secretary’s outlook tell them that the Kuomintang is no good and 
that the Chinese Communists are real democrats. He does that here 
too. -But his actions have not been the same as the words he uses to 
people he believes to be liberals. Of course this is a guess, and he may 
be more consistent in Washington than he has been here. But his 
instructions to the Embassy staff and the staffs of other Government 
agencies are the best refutation of such double talk. 

With respect to the attitudes of the different Chinese groups to- 

wards him, the Gimo in a conversation, of which more anon, with 
some big Kuomintang mucky mucks referred to Hurley as a damned 
fool while the Communists—Jack Service tells me—invented the con- 
temptuous nickname of “Little Whiskers” for him. Incidentally, one 
of the Embassy names for him is Colonel Blimp. 
_ 9.°T. V.s role in the negotiations has definitely not been construc- 
tive. As you know, T. V. is double-faced and puts on a liberal front 
with Americans, but his whole influence has been thrown against 
reaching an agreement. He has led Hurley by the nose and isolated 
him from sound American advice. Hurley at one stage wanted to 
call Dr. Sun Fo, a much more genuine liberal than T. V., into the 
negotiations. It was T. V. who kept him out. T. V. has used to the 
utmost the Soong family flair for political intrigue designed to en- 
trench its own personal position throughout the negotiations. 

3. The Generalissimo is most anxious to avoid reaching a settlement. 
His attitude is best reflected in the talk he gave the Kuomintang 
bigwigs in which after launchigg on a long attack on the Russians 
and dismissing Hurley as a bone-head, he went on to assert that he had 
received power from Sun Yat-sen (this is a lie as Sun Yat-sen never 
had power; it also reveals the Generalissimo's attitude to political 
power as a piece of personal property) and that by God he wasn’t 
going to share it with the Communists, or anyone else for that matter. 
The Generalissimo is hoping for— 

(a) A speedy defeat of Japan by American forces, preferably 
without the entrance of Russia into the Far Eastern war. 

(b) Increased supplies for his armies from us via the Burma 
Road. 

(e) An American landing im the part of South China which 
he controls such as Fukien. He also hopes to get increased sup- 
plies for his armies via this route. 
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(d) The Japanese evacuation of South and Central China as 
their general position deteriorates, with the possibility of the 
reassertion of his control in these areas. 

From all these, he hopes to strengthen his position vis-a-vis the Com- 
munists. He knows he is too weak to wage civil war now but thinks 
that with the combination of these favorable contingencies he will be 
in a position to dictate a settlement on Azs terms. Until then he 
wants to put off the kind of settlement which would make sense from 
the point of view of American short and long-term interests in the Far 
East. The most he is willing to accept is a settlement which preserves 
the reality of one-party government while taking the form of 
democracy. 

Of course, he is naive and optimistic in hoping for such a for- 
tunate—that is for him—combination of events. At first sight it is 
astonishing that he should believe that we shall be glad to build up 
his armies when he has so little intention of using them against the 
Japanese, that he should think that Russia has no intention of hav- 
ing a finger in the Far Eastern pie, or that the Japanese may retire 
from his bailiwick without much of a struggle. The key to his think- 
ing about international affairs is that he has an abiding conviction 
that we and Russia have a fundamental clash of interests and that this 
clash, moreover, will come to a head relatively rapidly. Otherwise, 
his whole conduct both of China's international and internal rela- 
tions does not make any sense at all. Why should he, who is so weak, 
continue brazenly to alienate Russia, who is so strong? He treats 
Russia much more cavalierly than either we or the British do. This 
conduct must have some method in its madness, and he knows he is 
not strong enough himself to fool around with Russia. Therefore 
the only clue to this policy is the belief that America and Russia 
cannot get on and will clash sooner or later, and he hones to be able 
to fish in this sea of troubled waters. What is more, he would like 
to muddy the waters a little himself. It is to be hoped that he will 
learn something from the current meeting of the Big Three. It is 
to be hoped that he will realize that the President means business 
in his quest for world security. But, too much should not be expected 
from the Generalissimo's capacity to learn. In any case, he is living 
in a dream world when he thinks that we are going to let the tail 
of our relations with China wag the dog of our relations with Russia, 
whatever breed or shape that dog takes. 


II. ECONOMIC CONDITIONS 


There is no point in expecting any change for the better in the eco- 

nomic situation without any prior change for the better in the political 
situation. In fact, the inflation gives many signs of having reached 
the stage where it is out of control. While the official data are not 
yet available, reasonably reliable information indicates that prices have 
Tisen over 50% in Chungking and over 100% in Kunming since the 
beginning of the year. This rate of increase is the highest m the his- 
tory of the Chinese inflation. Nor can 1t be explained away as being 
due to the seasonal factor of the Chinese New Year 5 the rate of in- 
crease at this time of the year last year was incomparably smaller. 
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If it is true that the inflation has reached the stage where it is 
beyond control, it becomes idle to talk of combatting the inflation by 
the sale of gold or cotton textiles. Nor will the mild reforms con- 
templated by T. V. be of perceptible help in such circumstances. At 
the very best the same fate will overtake them as overtook Turgot’s 
ae reforms. (Comparing T. V. with Turgot is very flattering 

It must be emphasized, however, that the conclusion that the in- 
flation is now beyond the stage where it can be controlled is a tenta- 
tive one, subject to refutation or confirmation by further evidence. In 
any case, the important point to bring out is that it is futile to ex- 
pect any fundamental improvement in the economic position without 
the political changes which will make real economic and financial re- 
forms possible, It is impossible to wipe out corruption and to intro- 
duce administrative efficiency unless the appropriate political climate 
is established. 


TI. MILITARY CONDITIONS 


As a result of the Japanese offensives last summer, fall, and winter, 
the best Central Government armies within China have become a 
shadow of their former selves. We have brought back the two elite 
divisions from Burma and intend to train and equip up to 36 divisions 
in Yunnan with supplies coming up the Burma Road. In addition 
we have supplied some of the Yunnan provincial troops to a limited 
extent. How far the training and equipping of the 36 Divisions will 
go is a difficult question to be precise about, depending as it does on 
our policy in China, the way the Far Eastern war goes and internal 
political developments in China. 

In the meantime, while the 14th Air Force has grown in size and 
has a much better service of supply than ever before, its utility has 
diminished with the loss of our air bases in East China and the growth 
of our military strength in the Central and Western Pacific. The 
importance of China as a base for B-29 operations has diminished 
even more, as the problem of supplying Chengtu is a tremendous one 
and we now have much more easily serviced bases. In fact, it ap- 
pears that our intention is to curtail B-29 China-based operations in 
the fairly near future. = 

Here again, then, the military importance of China, both with re- 
spect to Chinese operations against Japan and to our own operations 
from and in China, is tied up with the internal political situation in 
China. Without a change in the direction of a coalition Government, 
it is futile to expect China to play any sizeable role in the defeat of 
Japan. As far as the Generalissimo is concerned, we can do all the 
dirty work, and the less we bother him the better from his point of 
view. Nevertheless, the potential military contribution of China to de- 
feat of Japan should not be underestimated. Unfortunately this is 
the general tendency. A coalition Government China could do much 
to hasten the defeat of Japan and to save American lives by engag- 
ing—1.e. actively engaging—Japanese armies on the Asiatic main- 
land. But only a few people like some of the State Department men 
here seem to realize this. The reason for this underestimation of China 
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is of course the cynicism bred by experience with the Kuomintang 
and such events as the Stilwell episode. It is worth mentioning that 
Stilwell, in many ways one of the really heroic figures of this war, is 
the leading protagonist of the school that China could make a sig- 
nificant contribution to the defeat of Japan. But he paid with his 
job for trying to carry out such a policy, and was succeeded by a 
Hurley. Wedemeyer is learning fast. In fact, one of the bases for a 
reasoned optimism as to the probability of a change in the execution 
of our China policy is the expectation that the Army may move in the 
direction of a strategy which will make sense militarily. In that event, 
the role of our Army in China will become larger than it has ever been 
before, and this goes for the 14th Air Force too. 


IV. WHAT ARE THE IMPLICATIONS OF THE ABOVE ANALYSIS FOR AMERICAN 
POLICY TOWARD CHINA? 


There are two basic issues involved, first our strategy for defeating 
Japan, and second our long-term interests in and policy toward China. 


1. The defeat of Japan 


Obviously it is to our interest to encompass the defeat of Japan 
with minimal losses in terms of American lives. While nothing 
definite is known here, it is believed by most Americans and Chinese 
in Chungking that Russia will come into the war in the Far East 
after the defeat of Germany. The question arises as to the extent of 
our collaboration with Russia if and when she does come in. The 
problem of China would then acquire an importance transcending 
the specific contribution China itself can make in the defeat of Japan. 
The Russians must know not less than we that the Generalissimo is 
hoping for a clash between us and them. Therefore, how we handle 
China will undoubtedly affect the Russian attitude toward collaborat- 
ing with us in defeating Japan. 

In the determination of our policy toward China, this factor should 
certainly be given some importance. The Generalissimo is hoping 
for disunity among the United Nations both in Europe and the Far 
East. Our policies may be such as to play into his hands, but at least 
we should be aware of this factor. If Bretton Woods and Dumbarton 
Oaks are a guide, our policy is to foster and to strengthen the unity of 
the United Nations. If that is correct, our China policy is due for a 
change, not in its general direction but in its execution and ap- 
plication. It should not be allowed to remain the victim of bunglers 
like Hurley. It should be given teeth. It should be made clear to.the 
Generalissimo that we will play ball with him only if he plays ball 
with us and that we are not going to let him get away with going 
through the motions of playing ball. Sure, we should support him— 
íf and only if he really tries to mobilize China’s war effort by intro- 
ducing coalition Government, ¿if and only if he co-ordinates China’s 
war effort. with that of the rest of the United Nations instead of 
concentrating on maintaining the ICuomintang's internal monopoly 

of power, and making the war with J apan an excuse for extracting 
assistance from us which 1t is not his intention to use against Japan. 
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It must be confessed that the present ineptitude and failure of the 
execution of American policy toward China gives one an acute sense 
of frustration. To put things bluntly, the Central Government 
survives in its present form only because of American support and 
Japanese collusion. (I put this proposition to the leading political 
experts of the Embassy and they agreed forthwith.) It is getting 
weaker and weaker but will not basically mend its ways as long as it 
can count on the continuance of present US and Japanese policies, for 
while internal discontent is mounting,.it is mounting at a pace which is 
too slow to bring about any fundamental change of itself. Moreover 
the maintenance of present US and Japanese policies acts to dis- 
courage the growth of internal discontent, as the prestige of American 
support is one of the Generalissimo’s biggest, if not his biggest, card 
on the internal scene. If the execution of American policy continues 
to be left in the hands of nincompoops like Hurley, the chances of 
China’s making any significant contribution to the defeat of Japan 
or of a stable post-war China are pretty remote and the chances of 
China’s becoming an important source of friction among the United 
Nations correspondingly great. 

Of course, there is always the possibility of a change in the execu- 
tion of American policy toward China, otherwise there would not 
be much point in remaining here. But as long as Hurley is allowed 
to muddle and fumble and as long as a more lively interest in our 
Chinese policy and its implications is not taken back home, that 
possibility is not going to become a probability. 

2. Our long-term Far Eastern interests 

These demand a strong, stable, and democratic China. Thus, our 
long-run interests in no way conflict with our short-run interests, on 
the contrary they coincide with and reinforce them, We need such 
a China both as a counterbalance to a resurgent nationalistic Japan 
and as a focal point for political and economic stability in the Far 
East. We want to have an expanding trade with China. We want 
an internally peaceful China. We won't get any of those things if the 
Generalissimo has his way. And if we continue to give unconditional 
military, political, and economic support to him, that will be the 
best way to make civil war inévitable, to ensure the disruption of 
China, and to ruin the prospects of increased trade with China (ex- 
cept perhaps in armaments). It will also be the best way to lay the 
groundwork for trouble between us and Russia in the Far East, which 
is what. the Generalissimo is banking on. A 

The picture has been painted in pretty strong colors. But let 1t be 
added, not as strong as those used by the Embassy political experts, 
who are much more pessimistic both in their evaluation of Hurley and 
of the Generalissimo. Perhaps that is due to their closer contact with 
Hurley. Be that as it may, they tend to be over-influenced by sub- 
jective factors, which I try to discount, and they do not allow for the 
changing elements in the situation, or at any rate do not sufficiently 
allow for them. The end of the war in Europe and the concentration 
of military interest on the Far East should both serve to increase our 
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interest in and realism with respect to China. That is why the pos- 
sibility I called attention to has a good chance of becoming a proba- 
bility. 


V. WHAT ARE THE IMPLICATIONS FOR TREASURY POLICY TOWARD CHINA ? 


Without a change in the present situation, there seems to be no 
alternative for the Treasury but to adopt or rather to maintain a 
negative policy toward China. 

(a) We should continue to send as little gold as possible to China. 
For such gold will not be effectively used in combatting inflation. 

(b) We should be leery of any Chinese proposal to vest Chinese 
private foreign exchange assets abroad. There is a strong popular 
demand for this measure, but in present conditions it would be car- 
ried out with a maximum of graft and corruption. This is quite 
apart from the legal and technical difficulties such a measure would 
inevitably encounter and which might in another situation be the 
decisive factor. 

(c) We should be tough and tardy in making settlements for U.S. 
Army expenditures in China. There is no need to have too delicate 
a conscience on this matter, as the Chinese swindle us right and left 
at every opportunity. An important qualification to this point is 
that the expert political opinion of the State Department must 
always be allowed for in any given discussion. 

(d) We should turn down Chinese requests for goods on civilian 
Lend-Lease for the ostensible purpose of combatting inflation. There 
is no escaping the conclusion that the inflation cannot be really com- 
batted in the present set up. There may be lots of fine talk, but it 
is not worth much. (But see the memo on this subject in my last 
letter for a detailed analysis.) 

(e) We shonld maintain a close and fairly tight watch on Chinese 
funds in the United States. The Chinese are hoping that we will be 
less tight in our scrutiny of matured US$-backed bonds than in our 
scrutiny of savings certificates. This gap, if it exists, should be closed. 
(See my letter to Friedman.) 

One or two additional details. It is sad but true that British 

olicy in China does not welcome the possibility of a rapprochement 
ee the Koumintang and the Communists, in spite of Viscount 
Cranborne’s fine statement. Sir Horace Seymour, the British Ambas- 
sador, said to Wedemeyer that if American policy is successful, “we 
won't have the kind of China in which white men can live and do 
business”. Seymour is the kind of “realist” that contributed to 
Munich. Actually, if American policy does not succeed, American— 
and British—opportunities for business in China will not be very 

reat. Fortunately, it is also true that British policy does not play 

an important, part or exert an important influence in China,.at present 
rate. 

at The Japanese have succeeded in cleaning up the Canton-Hankow 

railroad, the whole length of which they now possess. This was to 


be expected and comes as no surprise. 
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T. V. is anxious to become Minister of Finance, but the Generalis- 
simo prefers one of his own henclmen there. Nevertheless, T. V. is 
taking an increasingly active part in the determination of financial 
policy. He has a certain ephemeral popularity at the moment, due 
to the belief that he has American support and to Kung's intense 
unpopularity. 

While the Kuomintang's power is declining, the struggle among 
the various groups within the Kuomintang to strengthen their posi- 
tion in relation to each other is increasing. The Minister of Educa- 
tion, the Whampoa group, and the Kuomintang Youth Corps are 
uniting among themselves to fight the CC group, which still dom- 
inates the party apparatus and hopes to pack the 6th plenary session 
of the party with its representatives, The new Minister of War is 
also having a fierce fight with the Whampoa group, which resents 
the attempts he is making to reorganize the Ministry of War at its 
expense. The minor democratic parties have become more active, 
particularly among the students. 

With best wishes and kindest regards, 


Yours sincerely, Rao) Mone Nace 
igne i : 


(Book 831-I, pp. 109, 110) 


Treasury DEPARTMENT DIVISION or MONETARY RESEARCH 


Date: March 22, 1945 s 
To: SecretaryMorgenthau (For information) 
From : Mr. Coe 
Subject: Financial situation in Free China 

In connection with our discussions on gold shipments to China 
and U.S. Army expenditures, you may be interested in glancing at 
the attached memorandum giving a brief summary of the present 


financial situation in China. 


TREASURY DEPARTMENT d NTER-OFFICE COMMUNICATION 
Marcu 22, 1945. 


To: Secretary Morgenthau (For information) 
From: Mr. Coe 
Subject: Financial Situation in Free China 

1. The inflation in Free China is now experiencing a new spurt 
indicating that unlimited sales of gold and other palliative measures, 
such as changes in the tax system and personnel shifts in the Minis- 
try of Finance, are not able to affect materially the current situation. 

(a) Prices in China are now rising more sharply than in previous 
years and there is no sign of their levelling oft. The rate of increase 
is now as high as 50% per month in some areas and more than 25% 
per month in most. 

(b) Note circulation in February, 1945, amounted to about CN$226 
billion as compared with CN$86 billion in February, 1944, and is in- 
creasing at a rate of about 10% per month. 
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c) U.S. dollars are now selling in the open market at around 
CN$560 per US$1 as compared with a rate of about CN$200 a year ago. 
Gold is selling in the black market at CN$46,000 per ounce or the equiv- 
alent of US$2,300 per ounce at the official rate of exchange, while the 
Government's official selling price is only CN$20,000 per ounce. The 
value of the Chinese national dollar in terms of the black market price 
for gold is about CN$1,200 per US$1. 

2. Central Government expenditures are now averaging about CN$35 
billion per month as compared with an average monthly expenditure 
in 1944 of about CN$15 billion. Revenue from taxes amounts to only 
about CN$5 billion per month or about 15% of total expenditures 
while receipts from gold sales amount to about CN$7 billion per 
month or about 20% of total expenditures. The remaining dancie 
of more than CN$20 billion per month is financed by note issue. 

3. U.S. Army expenditures are in the neighborhood of CN$4 bil- 
lion per month or about 10% of total Central Government expendi- 
tures. 


(Book 835, pp. 73, 74) 
(Paraphase of telegram received) 


From: American Embassy, Chungking 
To: Secretary of State, Washington 
Dated: April 7, 1945 

Number: 585 

Secret 


On the twenty fifth of March Leon Henderson arrived. He is re- 
turning to the United States with T. V. Soong and will probably have 
the opportunity to talk with Ambassador Hurley at Cario [Cairo.] 
Leon Henderson appears in very short time to have acquired compre- 
hensive and accurate picture of situation here and of numerous and 
varied facets (facts?) facing him. He is‘ considering recommending 
to the Generalissimo, as a result of his survey, that there be estab- 
lished in the Chinese Government a powerful committee or secretariat 
on the lines of'the British War Cabinet secretariat or our OEM to guide 
and coordinate proper activities of various Government agencies such 
as Food Ministry and Communications Ministry (in connection with 
transport control). This organization, as foreseen would have an 
American of a stature similar to Henderson’s as chief advisor and 
competent American advisors for such fields as price control, taxes, 
governmental budget and so forth. In connection with price control, 
we believe Henderson understands thoroughly that there is lacking 
here, among other things, both the governmental administrative ma- 
chinery for operation of such control and [among the] A-1 officials, 
merchants and the public, the will to make such controls work. The 
planned efforts of Henderson in this direction may therefore be limited 

to some essential commodities as suggested in memo summarized in our 


533 of the twenty ninth of March. 
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In addition, Henderson is recommending more efficient check on 
government receipts and expenditures for which purpose he hopes to 
secure advisers from America. Henderson seems confident that T. V. 
Soong will strongly back his recommendations with the Generalissimo 
and will back more eftective delegation of economic powers than exists 
now. It is thought by us that Henderson's visit has already served 
a very useful purpose and that his ability, energy and evident sincerity 
of purpose have favorably impressed all lesa authorities en- 
countered here. Kearney, Adler of Chinese WPB and Joyner concur 
that his recommendations are sound and merit our backing. 

The foregoing repeated to Cairo together with our 533 of the twenty 
ninth of March. 


DC/L:MLG 
4-13-45 


ACHESON. 


(Book 836, p. 47) 


Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: April 11, 1945 

To: Secretary Morgenthau (For information). 

From: Mr. Coe. 

Subject : Settlement for U. S. Army expenditures in China during last 
quarter of 1944. 


1. We have now received figures from both Dr. Kung and the U.S. 
Army on expenditures in China during the last quarter of 1944 for 
which you are to negotiate a settlement with Dr. Kung. The two sets 
of figures do not agree. We are going to begin preliminary discus- 
sions with representatives of Dr. Kung to obtain agreement on a set 
of figures. Thus, when discussions open between yourself and Dr. 
Kung there will be no disagreement on the amount for which a set- 
tlement is being negotiated. 

2. Incidentally, you ‘will be interested to know that General Wede- 
meyer feels that frequent liberal settlements for Army expenditures 
would hinder him in dealing with the Chinese while our being tough 
with the Chinese would be very helpful to him. General Wedemeyer 
expressed these views to General Richards, Budget Officer of the War 
Department. The War Department. goes so far in its thinking along 
these lines as to suggest that we offer the Chinese $15 million for 
settlement of all U. S. Army expenditures in China during the last 
quarter of 1944 as compared with our offer of $60 million for the 
previous quarter of 1944. 


1468 MORGENTHAU DIARY 
(Book 836, pp. 242, 243) 
EXECUTIVE YUAN 


NATIONAL GOVERNMENT OF CHINA 


Marcu 30, 1945. 
Honorable Henry MorGENTHAD, Jr., 
Secretary of the Treasury, 
Washington. D.C. 

Dear Mr. Morcentitiu: Having just recovered from the first op- 
eration and while waiting for the second, I am taking advantage of 
this interval of rest to write to you about a problem that has been on 
my mind all this time. 

As you know, with the government deficit increasing as it has been 
in recent months, over 30 billion Chinese dollars per month in Janu- 
ary and February, the inflationary danger is reaching alarming pro- 
portions. It is no exaggeration to say that if this situation is allowed 
to deteriorate further, it may seriously affect our common war effort 
in the Far East. It is thus becoming more and more urgent to pool 
our efforts together to combat this danger. I, therefore, wish to call 
your attention again to the need of hastening the shipment of gold and 
commodities of daily consumption, such as textiles, to China. I am 
fully aware of the difficulties involved, but'I am sure you agree with 
me that the situation is so grave that exceptional measures to over- 
come these difficulties are justified. 

In this connection, I wish also to call your attention to the disturb- 
ing problem of the U.S. dollar black market in China. Speculative 
activities in U.S, dollar bills in such large cities as Chungking, Kun- 
ming and Chengtu have boasted up the black market rate of the U.S. 
dollar in terms of Chinese currency to unreasonable heights and this 
phenomenon has, in turn, stimulated the rise of commodity prices. 
While it is true that the shortage of goods and increasing govern- 
ment deficits are the main causes for high prices, it cannot be denied 
that the stimulating effect of the U.S. dollar black market contributes 
to aggravate the situation. £ 

I Tully realize that the closing of the black market may result in 
certain hardships for the personnel of the U.S. Army, government 
and other agencies in China. Thus, just as I have done in the past, 
and in the spirit of cooperation, I will be willing to recommend to my 
government to grant suitable special exchange subsidies to U.S. Army, 
Government and other personnel in order to alleviate their difficulties. 
I also realize that the problem of the black market is closely linked 
with the bigger question of the stabilization of the Chinese currency, 
which, in view of impending developments in the Far Eastern Theatre 
of War, should now begin to be explored. The problem, however, is 
admittedly complicated and I wish to explore it further before formu- 
Jating my views and it will be deeply appreciated if you would in- 
dicate your views on this problem. 

With best pesana ecards, 

cer our 
a ae H. H. Kuna. 
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Treasury DEPARTMENT Inrer-Orrice COMMUNICATION 


APRIL 13, 1945. 
To: Secretary Morgenthau (For information). 
From: Mr. Coe. 
Subject : Gold sales in China. 


In connection with your discussions with Dr. T. V. Soong on gold 
“eS imn China, you may be interested in the following new develop- 
ments: 

1. Sales of gold during March totalled more than 500,000 ounces 
or the equivalent of nearly $18 million of gold. 

2. The short gold position of the Chinese Government is now ap- 
proximately 1.5 million ounces or the equivalent of more than $50 
million of gold. 

3. The official selling price of gold has been raised from CN$20,000 
to CN$35,000 per ounce, but the black market price for gold is about 
CN$60,000. 

4. The increase in the price of gold has resulted in a rise in the 
open market rate for U.S. currency which is now between CN$700 
and CN$800 per US$1 as compared with the official rate of CN$20 
to US$1. 


Book 839 TANE 
i iia A AO 104. 
8:45 a.m. 
GROUP 
Present: 

Mr. D. W. Bell 
Mr. O'Connell 
Mr. White 
Mr. Gamble 
Mr. Blough 
Mr. Pehle 
Mr. Luxford o 
Mr. Haas 
Mr. DuBois 
Mr. C. S. Bell 
Mr. Fussell 
Mr. Coe 
Mr. Feltus 
Mr. Bartelt 

_ Mrs. Klotz 

H. M. Jr: Did you get your memo? 

Mr. C. S. Bell: Yes. There is a very short one with a bit of glamour 
in it which omits Customs, Secret Service, and makes no mention O 
some of the financing operations. If you wanted to go a little fur- 
ther, there is a second set that brings in those other activities. 1 
think possibly you will like the shorter form, and we can get 1t on 


three pages. 
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H. M. Jr: Good morning, everybody. Mrs. Morgenthau is better; 
otherwise I wouldn’t be here. What was the word they used? They 
thought she had a spasm instead of another attack. All indications 
last night, electrocardiograph, blood pressure, and all seemed to in- 
dicate a spasm, and there was no damage to the tissue otherwise. 
Those things usually show up within twenty-four hours, so I thought 
T would come up for forty-eight hours and then go back again. 

The main thing I asked you people to come in so early for is be- 
cause I am seeing President Truman at nine-thirty. I am seeing 
him on this thing (indicating). If you can’t hear me, Harry, why 
den’t you bring your chair up? 

Mr. White: I haven’t seen the final document, but I am a little of 
the opinion, Mr. Secretary, that a much shorter one is appropriate, 
because it looks a little too much as though we are trying to impress 
him with all the Treasury activities. And I thought if a shorter one 
could be used, which should include just the problems you would like 
to take up with him, I think it would be a little more appropriate 
and a little more effective. 

Mr. C.S. Bell: Dan has seen the short one. 

H. M. Jr: Let me just go over this, because he may ask some ques- 
tions. Tax stuff—that I understand is perfect, isn’t it? 

Mr. Blough: Sure. 

H. M. Jr: Law enforcement, I understand. China—Soong 

Mr. White: I want to talk to you about that; it is important. 

H.M. Jr: Do you want an appointment? 

Mr. White: On that? Soong has seen him, and I would very 
much like to see you before nine-thirty. 

H. M. Jr: Shall I give him an appointment for tomorrow morning? 

Mr. White: You decide that after I talk to you. I don’t think so, 
but I want to talk to you in some detail about it. 

H. M. Jr: Is that so? 

Mr. White: It wouldn’t take long, five or ten minutes. 

(The following was typed from a Transcriber disk, dictated by 
a subcommittee staff member from the Diary page:) 

H. M., Jr,: Well, what about gold? I mean, he will ask me and 
say, “What about it?” 

Mr. White: Chinese gold 

H. M., Jr.: President Truman will say, “Shall we or shall we not 
let them have gold 2” 

Mr. White: I want to talk to you today. 

H. M., Jr.: My dear fellow, I have from now till 9:15. 

Mr. White: It will take only 5 minutes; it is important, 

H. M., Jr.: What is the answer? 

Mr. White: No. 

H. M., Jr.: The answer is no. 

Mr. White: We will need 5 minutes to discuss it. 

H. M., Jr.: Try 2 minutes. Go ahead. i 

Mr. White: Well, Soong is here, and Leon Henderson is here pri- 
marily to get as much gold as possible. The story that they have 
appears to be a very defensible one that they are going to re-establish 
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order, reforms in China, but that is not the real reason in either 
Soong’s mind or the Generalissimo’s mind! I don’t know what is in 
Henderson’s mind. He is now adviser to the Chinese Government 
at a very fancy salary. 

M., Jr.: How much? 

Mr. White: I don’t know how much, but name your own figure, and 
you won’t be far from it. And the political ramifications are the 
most important things, Mr. Secretary, I think, that are on the docket. 

H. M., Jr.: Yes, but I am going over the paper and 

Mr. White: 1 don't think you will be in a position to discuss it 
intelligently with the President. If, after Soong has discussed it 
with him—I don’t think the President will be satisfied with just a 
no answer. I don’t know, but I think you will have to go into it in 
more detail, and I believe—wouldn’t you agree, Frank—that it is the 
most important thing that is likely to come up? 

Mr. Coe: Yes, I think another thing, though—they say they are 
going to do all these things in China. They will only do it if we pay 
them gold. They'll cut the army to three and one-half million if we 
pay them gold. 

H. M., Jr.: They’ll cut the Army? 

Mr. White: Theirown Army. 

H. M., Jr.: Why should they cut them down? 

Mr. Coe: To save on the budget and have better troops, and so 
forth. The Generalissimo says he will do that if we pay them more 
gold. 

Mr. Luxford: From what I have heard, I agree with Harry. This 
is one of the most important things. 

Mr. D. W. Bell: These items, Mr. Secretary, that you want to point 
out to the President are something you want to discuss with him very 
carefully in the future and before he takes any action on them. 

Mr. White: That is right. 

Mr. D. W. Bell: And that he ought to get a complete story because 
Soong has already seen him. 

H. M., Jr.: That is a good point. 

Mr. White: That is the point. Not only has Soong seen him, but 
Leon Henderson is seeing everykpdy in town, the Secretary of War, 
Navy, Commerce, Nelson and Crowley. 

H. M., Jr.: Hehasn’t seen Mrs. Klotz or me. 

Mr. White: He wants to. 

Mrs. Klotz: Thank you, Harry. 

Mr. Pehle: He is earning hissalary. 

H. M., Jr.: Well, where does that leave Tom Corcoran? 

Mr. White: I wouldn't be surprised that we will hear from him, too. 

H. M., Jr.: Well, I think Dan Bell made a good suggestion. In 
other words, I should handle these as a sort of red flag 
Mr. D. W. Bell: This is an agenda that you want to discuss with 


him. 
H. M.,Jr.: Have you gota copy with you? Iwill take the short one, 


Mr. C. S. Bell: Yes. 
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Mr. White: That would be particularly true about the British, for 


H. M., J r.: What about the British coming in? 
(Mr. C. S. Bell leaves the conference temporarily.) 


minutes. 

France—— 

Mr. White: The same thing there—they are here now. They have 
just arrived with a group to give usall the factual data. 

H. M., Jr.: Was Pleven here? 

Mr. White: Pleven is coming this week, and he is going to see you, 
but their Treasury man came here with the answers to the questions 
that we had asked him before the negotiations. 

H. M., Jr.: Did he bring any Cognac with him? 

Mr. Coe: He brought Monnet instead. 

Mr. D. W. Bell: Thisisa stimulant. 

H. M.,Jr.: Jean 

Mr. White: There is a mass of discussions on that, and that is some- 
thing else you will want to talk to the President about later. 

H. M., Jr.: Isee. 

Mr. White: And if you want to go down the list there— 

H. M., Jr.: That is what I am doing. Mexico. 

Mr. White: Mexico, you will remember, wanted to re-establish their 
stabilization loan which ends in June, and that is, too, something you 
may want to take up with them later. 

H. M., Jr.: India. 

Mr. White: Indian silver. 

H.M., Jr.: Enemy assets. 

Mr. Coe: There is one more development on Indian silver. FEA is 
running out of money and can’t give them enough to hold them over. 


(Book 841, pp. 263, 264) 


DWH V WTD 27 April 5:40 p.m. GR 516 
Serial NBR—E/27th— 
To: Secretary Morgenthau 
From: Mr. Coe 
Top Secret 
For information 
Subject: Chinese gold 
For your information these are our tentative views on the subject 
of gold for China. In addition to the discussion with Patterson, we 
have met with Mr. Collado of State and the acting head of the China 
Division there. I think we can get their agreement on all the points 


below, except the one indicated. 
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1. The Treasury should continue to oppose all except minimum 
shipments of gold, where these endanger American lives or use scarce 
transport. This policy should continue to apply to China. 

2. We cannot now agree to promise the $50 million of gold ship- 
ments which the Chinese want in the next few months in order to 
meet the gold certificates which fall due. The Chinese did not con- 
sult us about these forward sales of gold, which are obviously inpru- 
gene in the circumstances and were designed to act as a pistol at our 
reads. 

State has not indicated that they are afraid of the political con- 
sequences of this refusal. I suppose, however, that if in later months 
a great fuss is made and if State tells us that they are afraid of grave 
political consequences, we would agree to step up gold shipments 
in order to clear up these arrears. 

3. Without condoning the past program, we should tell the Chinese 
page we expect them to stop all forms of forward sales of gold immed- 
lately. 

4. Al any case, all further gold sent to China should be out of their 
own funds, and not out of the $500 million loan, your own responsi- 
bility for the uses to which this loan is put is the basis for this recom- 
mendation. The program of forward sales of gold, like the prede- 
cessor programs of $200 million U.S. savings certificates and bonds, 
has been used as a device for enriching a few insiders and has had neg- 
ligible effects upon the Chinese inflation. 

5. After consideration of the whole history of the $500 million 
loan, and the uses to which it has been put, we think that you should 
tell the Chinese that you wish then to put aside the remaining $240 
million of the loan, and an additional sum of their own U.S. dollar 
exchange, of perhaps $260 million, as a fund to be used for stabiliza- 
tion and reconstruction purposes, in accordance with an agreed pro- 
gram, to go into effect at an agreed date, the program should include 
the fiscal, economic and administrative measures necessary to stabilize 
the currency, and the date should be the earliest time when we and the 
Chinese agree that they can go forward on such a program. 

If the Chinese are not willing to accept this proposal, we think it 
wise policy to allow no furthen depletion of the loan. (In addition 
to this $240 million the Chinese now have some $700 million of U.S. 
dollar exchange). 

We have prepared charts and analyses to show that the acquisition 
by China of additional foreign [sic] exchange and the sale of gold 
or any other form of foreign exchange by Ohina have had no discern- 
ible effect in halting the inflation. 

TOD: WU April 8:05 pm. WTD (RAJ). 
TOR: 2% April 8:05 pm. DWH (WAG). 
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Treasury DEPARTMENT INTER- OFFICE COMMUNICATION 


Date: April 20, 1945. 3 4 
To: Secretary Morgenthau (For information). 
From: Mr. Coe. 

Subject: China. 

In connection with discussions which you may have with Dr. T. V. 
Soong, you may be interested in the following summary of Treasury's 
recent experience with the Chinese Government. The record clearly 
indicates that the Chinese Government not only tries to get as much 
as possible from us, whether justifiable or not, but continues to misuse 
the financial assistance which has been given. Moreover, there is 
considerable evidence that top officials of the Chinese Government 
have enriched themselves from funds granted to China under the $500 
million financial aid agreement. 


GOLD SALES IN CHINA 


The matter in which the Chinese have shown the greatest interest 
and concern in their dealings with the Treasury in recent months is 
the export of as much gold as possible to China. They would like to 
withdraw $180 million of the $240 million which remains on the books 
of the Treasury under the $500 million financial aid agreement to pur- 
chase gold to be exported for sale to China in addition to the $27 
million of gold which has already been purchased and exported. This 
pla is being sold at inexcusably low prices to speculators and 

oarders. Moreover, it has provided the Government with an easy 
way to.avoid taking effective measures to retard inflation. Instead, 
the Government sells precious national assets which could be put to 
excellent use in the post-war reconstruction of China. 


U.S. ARMY EXPENDITURES IN CHINA 


The U.S. Army pays its own way—and at exorbitant prices—for 
everything it obtains in China, except food and lodging of U.S, troops. 
Nevertheless, the Chinese not only make us pay heavy taxes but also 
repeatedly try to get us to pay for things which are solely for their 
benefit or for which they have promised to pay. In the current nego- 
tiations for the settlement of U.S. Army expenditures in China dur- 
ing the last quarter of 1944 the Chinese figure of the amount of U.S. 
Army expenditures for which the Chinese sought to be reimbursed is 
about 33 percent more than the U.S. Army figure. The Chinese fol- 
low the practice of padding the bill, although we have always been 
most generous to them. Thus, in terms of prices in the United States, 
the approximately $375 million which has already been paid to the 
Chinese Government for U.S. Army expenditures in China obtained 

no more than $175 million of goods and services. The difference can 
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be considered an American contribution to China in compensation 
for the burden placed on the Chinese economy by the presence and 
activities of American troops. 


SALE BY CHINESE GOVERNMENT OF $200 MILLION OF U.S. DOLLAR SAVINGS 
CERTIFICATES AND BONDS 


One of the uses which the Chinese have made of the funds advanced 
under the $500 million financial aid agreement was the issue of $100 
million of U.S. dollar savings certificates and $100 million of U.S. 
dollar bonds. The certificates and bonds were sold at much lower 
rates than prevailed in the black market and the purchasers of these 
certificates and bonds obtained U.S. dollars at anywhere from one- 
half to one-fifth of what they should have paid for them. At pres- 
ent these certificates and bonds can be sold for more than 15 times 
their original purchase price. Underthe guise of an anti-inflationary 
measure, the Government has permitted hoarders, speculators, militar- 
ists and “insiders” to reap illicit fortunes in foreign exchange. For 
example, from the information “available to us, there is little doubt 
that persons and organizations intimately connected with Dr. T. V. 
Soong and Dr. H. H. Kung have purchased millions of dollars of 
these certificates and bonds. Tu Yueh-seng, the notorious under- 
world gangster leader, has been among the largest purchasers, while 
Dr. Wei Tao-ming, present Ambassador to the United States, has 
purchased more than $100,000 of these T.S. dollar securities. We 
have done our best to control the use of the proceeds of these securi- 
ties through the Treasury’s Foreign Fund Control administration. 


EXPENDITURE OF $60 MILLION ON BANK NOTES 


The Chinese are now requesting that we permit the withdrawal of 
$60 million of the $240 million which still remains on the books of 
the Treasury under the $500 million financial aid agreement to be 
used for the manufacture of bank notes. According to information 
received from the Chinese, these bank notes are in small denomina- 
tions which are practically te A in the present inflationary situa- 
tion. They are only distinguished by the fact that they will have on 
them the portrait of the Generalissimo instead of the traditional por- 
trait of Dr. Sun Yat-sen. The Chinese, of course, have other funds 
with which to pay for the manufacture of such bank notes. 


CHINESE HOLD UP TIN EXPORTS TO UNITED STATES 


China has been providing the United States with tin, a much neéded 
strategic commodity. At the request of the Chinese, the Treasury has 
allowed payment for the tin to be made in gold. The Chinese, how- 
ever, have argued that this gold must be sent to China in order to 
maintain tin production and tin exports to the United States have 
been allowed to decline. Nevertheless, the Bank of China admits that 
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it has in China stockpiles of tin which it is keeping as collateral 
against an intra-governmental loan made to the Chinese tin procure- 
ment agency, the National Resources Commission. Thus, the Chinese 
could be exporting more tin to the United States if they so desired. 


REQUESTED $16 MILLION EXPORT-IMPORT BANK LOAN 


The Export-Import Bank has been requested to grant a $16 million 
loan to a private Chinese chemical firm. The Chinese Government 
has nearly $1 billion of deposits, U. S. Government securities, and 
credits on the books of the Treasury which could be used to finance im- 
ports from the United States of the kind for which an Export-Import 
Bank loan is being requested. Moreover, it is admitted that the pro- 
ceeds of the Export-Import Bank loan could hardly be used until 
after the war. Nevertheless, the Chinese Government does all possi- 
ble to encourage the Export-Import Bank to grant immediately this 
$16 million credit. 


$75 MILLION LEND-LEASE TRUCKING PROJECT 


Arrangements are now being carried through for the lend-leasing of 
a large number of trucks to China. Moreover, the lend-lease funds 
will be used to pay the salaries of American personnel who will train 
Chinese personnel] to take over the driving and maintenance of the 
trucks. The cost of this project is about. $75 million. In addition, the 
Chinese attempted to get the United States to pay U.S. dollars for the 
Chinese-national currency which will be needed to pay the salaries of 
Chinese employed in driving these Chinese trucks and to construct 
and maintain garages and repair shops for these Chinese trucks. 
These local currency needs which the Chinese can meet merely by 
printing more bank notes might have cost. us up to $20 or $30 million. 
The Chinese undertook to meet these local currency needs only after 
we took a firm position against providing U. S. dollars for such 


purposes. 
IMPORT OF TEXTILES INTO CHINA 


The Chinese have asked the Treasury to support its request for large 
scale imports of textiles, arguing that they will be used for anti-infla- 
tionary purposes. The Chinese have been told repeatedly of the very 
tight position of textiles in the United States. Moreover, they know 
the urgent need to conserve transport facilities into China, whether 
over the “hump” or on the newly opened Burma road. It is safe to say 
that, as in the case of gold sales, the anti-inflationary effects of the sale 
of such textiles would be very small. Moreover, the Chinese Govern- 
ment has done very little, if anything, to encourage domestic textile 
production. Thus, while one-third of the cotton spindles in Free 
China have ceased operations because of a shortage of raw cotton re- 

sulting from erroneous government policy and inefficient and corrupt 
administration, large amounts of raw cotton are being smuggled out 
of Free China into occupied China, Furthermore, large quantities of 
otton textiles in Free China are being hoarded, while the Govern- 
reat fails to take effective anti-hoarding measures. 
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Apri 21, 1945. 
4:05 p.m. 
Group 
Present: 
Mr. D. W. Bell 
Mr. Bartelt 
Mr. White 
Mr. Gamble 
Mr. Haas 
Mr. Blough 
Mr. Pehle 
Mr. C. S. Bell 
Mr. DuBois 
Mr. Coe 
Mr. Fussell 
Mrs. Klotz 


Mr. D. W. Bell: That is the stamp the President approved before 
he died, and after he died they decided to put this in quotations and 
put his name on it. That will be on sale Wednesday (indicating). 

Mr. C. S. Bell: I thought you might want to see the flag showing 
the number of servicemen that have gone to war and those we have 
lost. We are going to hang it up in the reception room. All the boys 
have seen it outside. We will keep that up and just change this figure. 

H. M. Jr: I see. That isa lot. I have about twenty-five minutes. 

Gentlemen, what I would like to say is this: 

Where is White? 

Mr. White: Right here. 

H. M. Jr: Let's start on Bretton Woods. This man Hannegan was 
in here today, and he tells me that in the talk he had with Barry 
and. 

(Mr. O'Connell and Mr. Luxford enter the conference.) 

H. M. Jr: Hannegan was in today, and in the talk he had with 
Barry, Barry told him he would positively vote for Bretton Woods. 

Mr. White: Did he say how rgcent that talk was? 

H. M. Jr: No, but I couldn’t quite understand—you can find out 
Monday. He talked some and Joe Nunan talked some. 

H.M.Jr: Iwill see Joe Nunan. 

And there is a man that sounded like Lauchlin, who is a lawyer. 

Mr. Luxford: President of a bank in New York. 

Mr. O'Connell: I am not sure that he is the same one. 

H. M. Jr: He represents some bankers, but he said that between 
him and Joe Nunan, Barry unequivocally promised to vote for Bretton 
Woods. 

Mr. O’Connell: Good. 

(Secretary leaves the conference temporarily.) 

H.M. Jr: That was Fred Smith. 

Where is Fussell ? 

I told Smith anything he wanted in doing this article about me 
you would be glad to cooperate. Draw Mrs. Klotz’ attention to that. 

Well, anyway, get in touch with Joe Nunan, will you? 

Mr. O’Connell: Yes. ; À 
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H. M. Jr: And get the story straight. But Hannegan said he had 
a private talk with this fellow, and between the two of them it was 
understood that it was a deal that he would vote for Bretton Woods. 
Mr. O'Connell: Yes. 4 
H.M. Jr: I don’t know any more, but there was some kind of a deal. 
Mr. O'Connell: O.K. 
H. M. Jr: But no if's, and's and but's. Now, I called up Crowley 
to follow up on what he had done about Congressman Hull because 1 
hadn’t heard from him, and this is the answer. He is out of town, but 
Crowley had already spoken with Congressman Hull about some 
amendments. Mr. Hull will go along. The Congressman seems rea- 
sonably friendly about the matter, according to Crowley, so 1 think 
somebody should call on Congressman Hull. 
Mr. O'Connell: All right. 
H. M. Jr: 1 will be away not more than Monday or Tuesday at the 
most. And as I understand it for the time being there will be no talks 
with the bankers. Do we understand that ? 
Mr. White: But Mr. O'Connell and Mr. Luxford had a conversa- 
tion with 
Mr. O'Connell : Wolcott 
Mr. White: this afternoon. 
Mr. O'Connell: We just came from there. 
H. M. Jr: Let's have the facts. 
Mr. O'Connell: Mr. Wolcott is getting from Burgess a written 
statement of the bankers’ position, at which time we are going to talk 
again to Wolcott, not with the bankers. He outlined what he under- 
stood the bankers’ position was, and it was pretty nearly the first 
point in your memo, Harry, that is, the Council. We didn't discuss 
anything in detail, but the over-all Council, the CED proposal, and 
that is about all. What was the other, Luxford ? 
Mr. Luxford: That is all he mentioned. 
Mr. O’Connell: Our understanding is we will talk to Wolcott again 
when he has a document from the bankers. We are giving him 
nothing. 
H. M. Jr: You are giving him nothing, and 1 haven't agreed to 
anything. 
Mr. O’Connell: Oh, yes. 
H. M. Jr: Let's understand we keep the bankers—if the bankers 
want to talk with Wolcott and Wolcott wants to make a deal, then 
I can find out what it is and we can go to Spence and talk it over with 
him. 
Mr. D. W. Bell: That is all right with me. 
H. M. Jr: But I want to be emphatic. 
Mr. Luxford: What Wolcott is seeking ultimately to do is get some- 
thing he can propose that everybody will agreeto. ; 
H. M. Jr: All right, but I haven't agreed to anything yet. Nothing 
for the bankers, see? You know, he is our main banker fellow, Mr. 
Banker Luxford. He sits there, and he will be wearing a vest and 
A. Luxford: Don't I look like one? a 

H.M. Jr: Ghall we associate withhim? (Laughter.) 
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Mr. Luxford: Well, anyway, the main proponent now 

Mr. D. W. Bell: I think going through Wolcott is all right. I don’t 
think we ought to be discourteous to the bankers. After all, we have 
been discussing the matter with them, and some place along the line 
I think we ought to sit down with them. 

H. M. Jr: Yes, but when the time comes to sit down—I have reached 
the point that I want to doit, see. 

Mr. D. W. Bell: That is right. 

H. M. Jr: But in the meantime while I am away and this is going 
on, Luxford, no talks, just so we understand each other. And I think 
the thing is coming along fine. 

A While White is gone we could have—Joe is here and Luxford is 
ere. 

Mr. White: I sent you a memo. 3 

H. M. Jr: I read it. Luxford will try to get into White’s shoes. 

Mr. Luxford: I will try, but I won’t steal them, Harry. 

H.M. Jr: But the relationship has been all right. 

Mr. White: If you don’t, it is because they are too small. 

Mr. O'Connell: There will be no trouble. 

H. M. Jr: Isthatall right? 

Mr. O'Connell: Perfectly. 

H. M. Jr: There is a perfectly happy relationship around here. 

Mr. O'Connell: Fine. I get along fine with Luxford. 

H. M. Jr: Luxford? (Laughter.) Anybody who isn't happy on 
the representation on the Hill on Bretton Woods from the Treasury, 
speak up. 

Now, White, I am going to have to read your stuff on the plane, see? 

Mr. White: All right. 

(Mrs. Klotz enters the conference.) 

Mr. White: The boys have come back with the latest copy of the 
reparations thing and it is much better than we had hoped for, so we 
won’t be in any difficulty on that. 

H. M. Jr: So much happened today that I don’t know how I can 
get it all over, but I had a very good talk with McCloy, and what I 
am saying here is to stay in the room here, if you please, and that 
goes for me as well as the rest%f you. I don’t want to have some of 
these people tell you, you know, about so and so—one of your men 
told me, and I said, “No, T hope to hear about it tonight.” 

Mr. White: You are looking at the right guy. (Laughter.) 

H. M. Jr: And General Eisenhower and General Bedell Smith 
were entirely satisfied with the memo of the 23rd, see. And for three 
nights he talked to them and told them just what had happened, and 
he was there one week in advance of General Clay. He had a little 
trouble selling Clay because some of the other boys thought that was 
a job they might want, but he did sell them Clay. I ‘didn’t finish 
my conversation, although we had an hour and a quarter. Needless 
to say the picture he paints of Germany is even worse than you read 
about in the papers as to a complete disorganization. The cities in 
Germany stand out like so many decayed teeth. He said there was 


1480 MORGENTHAU DIARY 


nothing for General Doolittle to do any more, there were no strategic 
targets left, just use the planes to transport French prisoners and 
slave labor from the front to their homes, and the same with the 
Belgians. That is what General Doolittle is doing now. They also 
agreed to keep the Russian liberated people up forward so when a 
juncture was made they could shove them across the Russian line 
into the hands of the Russians and not have this terrific group travel- 
ing first back and then forward, and save on the food, which makes 
sense. Baruch was unbelievably good. He met with the War Cabi- 
net, and they asked him about the German thing, where did he stand 
on the Morgenthau Plan, and he practically told them Morgenthau 
was a sissy, and on his return he was much stronger for the decen- 
tralization of Germany than when he left. And in the room I men- 
tioned that Clayton had a change of heart after President Roosevelt's 
death, and he said, “I will cut his heart out if he doesn't behave him- 
self, and he won't be able to stay around Washington after I get 
through with him. He either is right on this German thing or he 
will leave town.” 

Mr. Pehle: Is this McCloy or Baruch? 

H. M. Jr: Baruch. He said, “I will cut his heart out. That is 
all I have got to live for now is to see that Germany is deindustrialized 
and that it’s done the right way, and I won't let anybody get in my 
way.” And I think he meant it. He got so emotional he had tears 
in his eyes. I have never heard a man talk as strongly as he did. 
And he is going to give me stuff next week when he comes down. 

He told President Truman that he is very much bothered that they 
are so slow!in moving. “For heaven’s sake, make up your mind what 
you are going to do,” he said. “There is no plan around here.” 

Mr. White: Has he discussed his views with the President since 
his return ? 

H. M. Jr: Yes, he had a long talk with him. 

MP oss: You don’t know whether he got any favorable re- 
sponse ? 

H. M. Jr: [ couldn't tell, but he said he asked Stettinius to leave 
the room so he could talk frankly to the President. (Laughter.) He 
had certain things he wanted to tell tle President very confidentially 
so he asked Stettinius to leave the room. He told me that, and I 
don’t like to think he is kidding me, but he certainly went way out 
of his way to convince me he wants to do everything to be helpful. 
He said the English still haven’t made up their mind on account of 
the fear of Russia, which lis more important, to build Germany up 
or get the business they might get by deindustrialization. He said 
England still hasn’t crossed that bridge, which makes sense from 
what we know. He wants to talk to me about that. He said, “They 

still haven’t made up their minds.” He said, “I painted a beautiful 
picture of recovery and'I saw the labor unions, and so forth, and so 
” and he has the whole story about the sterling debt. Somebody 


on, l . 
ested they cancel it. He said Beaverbrook struck the table and 
ae “The British will never go back on their debt.” Not more than 
? 


once in a century ! 
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The talk with McCloy was good, and the talk with Hannegan this 
morning was very good. The talk with Baruch was good. Monnet's 
only worry was, could I see Pleven? He gets in Sunday night, 
and he is going to get in contact with Mrs. Klotz. I told him that 
if he were only going to be here Monday afternoon, I didn’t think it 
would be worth his while, and if it had anything to do with the war 
effort, I would come back. 

He said it had nothing to do with the war effort and it could wait. 
He gave me an invitation to come to Paris in May to talk to the 
French. He thought that it would be very good for their morale to 
carry on the Roosevelt—or whatever you call it—line of thought. 
He said it would be very lovely. He didn’t want Pleven to invite me 
unless I would say yes or no in advance, and I said it would not be 
convenient, but I would talk it over without coming to an under- 
standing in advance, and he laughed. He is very discouraged, very 
down-in-the-mouth. He said Europe is absolutely downcast over 
Presidént Roosevelt’s death. 

McCloy attended the service at St. Paul’s and he said that Churchill 
broke down and cried like a baby. He said the King was there, too. 
He said that he walked down the streets in France and the people 
would just stop him and talk to him about President Roosevelt. They 
think over there it is just unbelievable. They are sorrowful all over 
Europe and feel they have lost their greatest friend. He said the 
services at St. Paul’s were something he will never forget, and I think 
that McCloy feels it very deeply. I was able to tell him that just 
shortly before the President died he had said that since he had— 
the President had set McCloy right on France that he, DeGaulle, and 
the President had great confidence in McCloy, and he felt McCloy 
had been very loyal to the President. And naturally that pleased 
McCloy. McCloy wants to work with us, and he wants to get this 
thing cleaned up. I didn’t get much in about Clay because we 
didn’t have time. 

Mr. DuBois: Are you going to get rid of Pleven on this German 
thing? 

H M. Jr: I did, and with Patterson. I have been fairly accurate. * 
It's Patterson—where is Frank Coe? Now listen, Frank. Oh yes, 
I told Dean Acheson I couldn't see him today because I have seen 
nothing but fellow travelers on their way to San Francisco. When 

ou go over there what you want from the War and State Departments 
is a plan to defeat Japan. Now, when General Wedemeyer was 
here—I got it from Leahy at lunch today—he gave the War Depart- 
ment a plan on how many Divisions they want; so they had Wede- 
meyer while he was here work that out, according to Admiral Leahy. 
When you go over there what I want from the War Department and 
the State Department, is a plan to defeat Japan, see, and then after 
that we will do it the way we did my bootieg story—give them a 
half a thousand dollars now and give them the other half when 
they make good. 

Mr. Coe: There is just one part on that, John Carter Vincent, whom 
I was going with, is in San Francisco. 
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H. M. Jr: Get somebody else, and Mr. Bell can call up the Acting 
Secretary of State and say we want to get started on this thing, and 
President Truman has asked me to please have something on China 
on his desk. a 

This is economic. There's Will Clayton. He has been designated— 
Pll do it myself. > eat 

I am sorry if I am talking emphatically, but I am fighting time. 

Mr. White: Does Leahy have any views on the subject, Mr. Sec- 
retary ? 

HM. Jr: No, but I got this feeling which is very important, and I 
will get more of it—I got the feeling from Baruch that he realizes 
the importance of being friendly with Russia. I am seeing Baruch 
next week. He made a better impression than he has ever made. I 
feel he is right on Germany and Russia and feels what the whole prob- 
lem is, and is a very much stronger man than when we went over, 
and his brain today was absolutely crystal clear, no fuddy duddy busi- 
ness today. It’s very encouraging. I didn’t get down to Admiral 
Leahy. I don’t know where he stands. 

Mrs. Klotz: Baruch wouldn't miss anything. 

H. M. Jr: He was clear today. Now, I am just trying to give you 
fellows a little accounting. My advice to Mr. John Pehle is that on 
the first of May you take a couple of weeks vacation. Get the stuff 
out of your system. Get a little health. You never had a chance to 
recover from your brother and everything. You have had a bad time. 
You have done a swell job, so get a little rest, a little sunshine, and 
come back and we'll work the hell out of you! 

Mr. Pehle: Thank you very much. Tli do it, too. 

H. M. Jr: I would do that. 

Mr. Pehle: Thank you. 

H. M. Jr: There is one fellow there, an economist you have. 

Mr. Pehle: Silvermaster. 

H. M. Jr: I have heard good things about him, and we may want 
him over here. 

Mr. Pehle: He is needed over there, too. 

H. M. Jr: Well, as Joan said, “Morgenthau first.” So, talk to Frank 
Coe about it. I have a special assignment in mind for him anyway, 
so don’t give him a job until he comes here. I have a special assign- 
ment in mind for him. 

H. M. Jr: Now, Pll have to read that stuff on the plane. 

Mr. White: There is nothing that can’t wait. 

H. M. Jr: I just thought I would give you people a report. I'll be 
back—if the teletype system is working—I want to leave so I can see 
Mrs. Morgenthau tonight. He said if I got there by ten—the most I'l] 
be gone is Monday and Tuesday. I wrote a letter to President Tru- 

man saying that I would like on my return to talk to him about the 
economic future of Germany. 

Do you have anything, Charles? i l 

Mr. C. S. Bell: I can hold up everything until Wednesday. — 

H.-M. Jr: Do that. Who-has something they want me to sign. 
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Mrs. Klotz :1 do. 

H. M. Jr: John, will you help me again a little bit with this refugee 
business ? 

Mr. Pehle: Yes, T'I watch that. 

H. M. Jr: Miss Hodel is outside. She's coming in now. Do you 
mind staying? 

Mr. Pehle: Not in the least. I’d be delighted to. À 

H. M. Jr: Harry, how long are you going to be gone? 

Mr. White: Just as long as I possibly can. (Laughter) 

Mrs. Klotz: That’s being honest. That’s wonderful! 

Mr. White: Between the telegraph system and telephone and ticker 
system, I am not hoping too much, but I am going to stay as long as I 
can for several reasons, Mr. Secretary. I can make very good use of 
the time there. I am interested in what is going on. There are some 
important things going on that do affect us, and I’ll enjoy being there. 

Mr. D. W. Bell : You should have put that first. 

Mr. White: That really is first, but I thought I would put it sec- 
ond so it wouldn’t sound so bad. Things are going along very smooth- 
ly here on anything I have, together with Bretton Woods. 

H. M. Jr: I am listening. 

Mr. White: And so, if you feel—when you want me I tan come 
back within a day. I can fly back, and I am just hoping that you 
won’t want me for some time. 

H. M. Jr: For how long, huh? How long? 

Mr. White: Oh, I don’t know, two or three weeks. 

H. M. Jr: Yowre crazy. He's crazy. I thought you said three 
days. 

Mr. White: Three days? 

Mr. Luxford: It’s weeks instead of days. 

H. M. Jr: Well, Pl be very honest, Harry. Don’t misunderstand 
me. If it’s a question of my doing your work, I am not going to do it. 

Mr. White: I understand that and I hoped you wouldn’t. It’s a 
question of my doing it or Mr. Coe or Mr. Luxford or Mr. O'Connell. 
1 wouldn't like you to do it. I mean, if they are doing satisfactorily, 
and I am sure they are—— 

H. M. Jr: If it’s going satisfactorily, but if it means am I going 
to pick it up and do it—— 

Mr. White: I know you will let me stay as long as I can, and when 
you feel you want me back, D'H be glad to come. 

H. M. Jr: That's fair enough, and Dll give you all the time I can. 
I don’t know why you want to stay so long. 

Mr. White: I am not running that conference. I am more or less 
an observer. 

H. M. Jr: I know. 

Mr. White: And there are a number of—well, never mind. 

H. M. Jr: Well, we understand. 

Mr. White: I won't waste all of my time, just some of it. 

H. M. Jr: I know, you never do. Now, Ted ? 
Mo pace: I have noina pa can’t wait. 
. M. Jr: What else is there? I want to br on- 
some of that law enforcement stuf. ae ihg DDF 
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'Mr. O'Connell: Well 
H. M. Jr: Put some heat on. 

Mr. O'Connell: We'll do all we can. 

H. M. Jr: Those reports weren't too good. I read them all. 

Mr. O'Connell: They’ll get better. 

H. M. Jr: You may need some new blood there. 

Mr. O'Connell: That's pretty hard. New blood is hard to find. 

H. M. Jr: What about a blood transfusion or something? Those 
reports weren’t too hot. . 

Mr. O’Connell: They were studies. 

H. M. Jr: Did you get my suggestion ? 

Mr. O'Connell: I sent you an answer. We are doing that right 
away. The Commissioner and—— 

H. M. Jr: A weekly bulletin. 

The reports weren’t too good, do yow agree? 

Mr. O'Connell : Yes, but it's hard to—— 

H. M. Jr: There's gold in them thar hills, though, and you know 
it’s two or three weeks since I asked them to check on farmers. You 
know he told me while you were gone that they went out on an R.F.D. 
route and found one-third of the farmers were not paying any income 
tax, and I haven’t had any more reports. 

Mr. O'Connell: I didn’t even get that—two-thirds? 

H. M. Jr: In the one route they found one-third of the farmers 
were not paying any income tax. 

Mr. O'Connell: I didn’t. know that. 

H. M. Jr: Start in South Dakota or somewhere. This fellow—— 


Mr. O'Connell: Bushfield, that's where you should have started. 
You started in New York. 


H.M. Jr: Well 

Mr. O'Connell: It was a Republican neighborhood. 

H. M. Jr: 1 picked a Republican neighborhood. 

Mr. White: We couldn't get Mr. Green. When you come back 
you'll have to get him. He is too much of a prima donna. 

H. M. Jr: Harry, don’t misunderstand what I said. I am glad 
you are going. I wish you a good trip and I don’t mean a pleasure 
trip either. a 

Mr. White: I want to make it as much a pleasure trip as I can. 
That’s one reason I am going. 

H. M. Jr: And if I go to France in May—it’s too bad Joe never 
wrote up the report on London. (Laughter.) 

Mr. White: He has from now to May to doit. 

H. M. Jr: Good bye, Harry. 

Mr. Coe: Can you take any more reading matter? These are what 
I promised on China. 

H. M. Jr: What we want isa plan from War. I didn’t get Clayton. 

Mr. Coe: I'll get him. Ill take care of it. 

H. M. Jr: Where are Pehle and Miss Hodel? 
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HM Jr: Hello. a 

Mr. Robert Patterson : Hello. PA 

HM Jr: Bob? 

P: Yes, sir. 

HM Jr: McCloy—in the first place, may I thank you for all the 
things you have done to make Elinor comfortable. 

P: I haven't done half enough. 

HM Jr: Well, what you have done I’m most grateful for. 

DP: Yes. Glad to doit. 

HM Jr: Thank you, Bob. McCloy just called me and Mr. Stimson 
said you'd like to—have you handle this Japanese—Chinese thing. 

P. All right. He told me. McCloy told me. 

HM Jr: Now what time Monday could Frank Coe—you know 
Frank Coe? 

P: Yes. : 

HM Jr: ——come over and sorta bring you up to date on it? 

P: Any time Monday. A good time would be eleven: o'clock. 

HM Jr: He'll come over at 11 o'clock Monday. 

P: 1'11 be glad to see him. 

HM Jr: Thank you. Then we can sort of get started. 

P: Then we can talk about it when you return. 

HM Jr: That's right. 

P: Thank you, Henry. 

HM Jr: Thank you. 

P: Good bye. 

HM Jr: Mr. Stimson wants Bob Patterson to handle this thing with 
China, see ? 

Mr. Coe: Oh; he does? 

HM Jr: Yeah. 

C: Well, that's good. Heisa good one. 

HM Jr: Yeah, I picked liim. You are to go over-there-at 11 o’clock 
Monday morning and see him. 

C: Go over and see him at 11 Monday. 

HM Jr: Yeah. . 

C: All right. y 

HM Jr: And my suggestion is that you take John Carter Vincent 
with you. 

C: And talk over the situation. 

HM Jr: And talk it over with Patterson. 

C: All right, BM do that. 

HM Jr: Now, 1 don't know whether you want to see this fellow Pei 
before that or not, : 

C: I think perhaps—no, I think we can’t very well. 

HM Jr: You think you can’t. 

C: Well we could early Monday morning. 

HM Jr: Why couldn't you see him early Monda morning ? 

©: All right. He hasn't rung. How did you va him? Am I 
supposed to get in touch with him ? 
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HM Jr: Well, I would in view of the thing the way it—— 

'C: All right, all right. Now when are you coming back? 

HM Jr: Tuesday or Wednesday. 

C: Tuesday—well, I was asking because you wanted to have the pre- 
liminaries over by the time you got back. 

HM Jr: Yeah. Well, I think—you go over there Monday and see 
Patterson with John Carter Vincent. 


HM Jr: and bring him up to date, and talk about it. 

C: AM right. Well have the first session with Pei Monday 
morning. 

HM Jr: Right. 

C: Thank you. 


(Book 839, pp. 139-143) 
TREASURY DEPARTMENT INTER-OFFICH COMMUNICATION 


Date: April 21, 1945 

To: Secretary Morgenthau 

From: Mr. Coe 

Subject: Purchases of $200 Million of Chinese U.S. Dollar Savings 
Certificates and Bonds 

1. In March, 1942, without prior consultation. with the U.S. Treas- 
ury, the Chinese: announced the sale of $200 million of U.S. dollar 
savings certificates and bonds by the Chinese Government at official 
rates. During the period of time during which these issues were sold 
the prevailing market rates were from two to five times the official 
rates. At present these certificates and bonds can be sold for more than 
15 times their original purchase price. 

The Treasury has always suspected that: top Chinese Government 
officers were among the principal beneficiaries of these issues, particu- 
larly as a result of the manner im which they were sold. Thus, of the 
$100 million of certificates a total of $50 million was sold between 
April 1942 and June 1943. During the last few days of July, however, 
the equivalent of $50 million were sold of: which about $30 million 
were purchased in Chungking in the last three days of sale. 

2. The history of the sale of the $100 million of 10 year bonds was, 
if anything, even more spectacular and more suspicious. Thus, be- 
tween April 1942 and October 12, 1943 only about $11 million or about 
14 of the bond issue was sold. On October 12, however, a leak took 
place that the government was about to close its sale of these bonds 
and by October 15—three days later—the government had sold out the 
remainder of the $100 million issue. Both Adler and Friedman were 
informed by Ambassador Gauss that he, Ambassador Gauss, had it 
from a highly reliable source that Madame Chiang Kai-shek and 
Madame Kung had between them purchased $50 million of these bonds, 

This story jibes with what we know about the sale of most of the issue 


in a period of three days. 
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3. In the case of the short-term certificates, we have more exact and 
detailed evidence than in the case of the bonds since about 14 of the 
$100 million have already been presented for payment to the Bank of 
China, New York Agency. As might be expected, it has been found 
that most of the leading political figures in China have not purchased 
certificates in their own names or, at least, have not purchased certifi- 
cates in their own names which have been presented for payment. It 
was found, however, that a small group of purchasers accounted for the 
great bulk of the total purchased and that among the largest pur- 
chasers are organizations and individuals intimately connected with 
some of Chiina’s leading political figures. 


Chinese purchasers of U.S. dollar savings certificates 


Purchasers Amount Comments 


Bank of China $642,053 Controlled by T. V. Soong. 

¡Bang How. ---.-. -a 257,697 Vice-President, Universal Trading Corp.; Chairman 
of Board, China Assurance Corp. (Subsidiary of 
Shanghai Commercial Bank); leading stockholder, 
Commercial Press, confidant of both K. P. Chen 
and Chang Kta-ngsu and link between the two 


interests. 
Bank of China, Burma Agency....-- 107,081 Controlled by T. V. Soonr. 
Bank of Communications- .-.-------- 115,024 Controlled by Dr. H. H. Kung. 
Bank of Canton, San Francisco...... 1,289,841 Private bank owned hy T. V. Soong, actively managed 


by his brother T. A. Soong. Business done usually 
with overseas Chinese. 

‘Central Bank of China.............. 154,533 Controlled by Dr. H. H. Kung. 

CA 113,530 Perhaps Chang Nai-chi, President of Shang-chuan In- 
dustrial Corp. formerly subsidiary of Shanghai 
Commercial Bank. Shanghai Commercial Bank is 
controlled hy K. P. Chen. 

Chio 0 Hee. conca ee renee 451,411 Assistant Manager of Central Trust, manager of 
Yangtze Trading Corporation, a business confidant 
of the Kung famlly. 


Chekiang Industrial.......-.---..... 205,427 Controlling interest in the hands of Ti Ming, who is 
closcly associated with Chang Kia-ngau and friendly 
to K. P. Chen. k E 

China Automotive Co.......---.---- 104,258 Controlled by K. P. Hu, leading Szechuan capitalist. 

¿China Development..._..-----...--- 690,220 A holding company controlled by T. V. Soong. 

(China Insurance Co. .......--------- 349,911 A subsidiary of the Bank of China which is controlled 
hy T. V. Soong. 

‘China Products Trade. .....-------- 280,221 Controlled by T. L. Soong. 

«China Sugar Refining...:.-......--- 154, 518 ABET of the Bank of China which is controlled 
by T. V. Soong. 

(Chu Hsin Chen Bank........-...... 149,371 The leading bank of Szechuan landlords and financiers 
known as Yang brothers to foreigners. 

Chung Yuan Paper Ma..-------..-. 309,067, Government concern. p 

Commercial Bank of Chins....------ 309,060" Controlled by Tu Yuch-seng—famed leader of Shanghai 
underworld, confidant of Generalissimo. 

Central Trust Co., India offico.....- 177,121 Controlled by Dr. H. H. Kung. 

Dah Hwa Cotton Spinning.....----- 561,472 A trading subsidiary of Shanghal Commercial Bank 


controllod by K. P. Chen, the most money-making 
concern of all K.P. interests chiefly deals in salt and 
other commodities. 

204,428 Representativo of Jardine Matheson in China. 

109,296 Controlled by Tsang Chien-hul, C. Tsang's brother 
financian y linked with K. P. Chen. 

103,022 Controlled by K. P. Hu, Szechuan Corp. 

128,778 Govemment concern. 

128, 778 Do. 

151,443 Dr. H. TI. Kung's oldest daughter. 

103,022 Controlled by Governor Lung Yung. 

262, 498 General manager of Dah-Ych Trading Corp., and ono 
of K.P. Chen's chief licutenants. 


Dah Yoh Trading Co.. 
Foh Sing Flour Mil... 


Hwa Hsin Cement & Co. 
Hwainan Railway € Co 
Hwantan Railway Co. 
Kung, Rosamond 
Kunming Bank.. 
Leo Dong Chun.- 


LIC E as 188,779 President of Wah Chang Trading Company. 

1S ss he Bee ee ss ep eer 264,084 General Manager of Fuklen Bank In ICumning; ono of 
Gen. Lung Yung's chief lieutenants. 

Nanyang Bros. Tobacco..-.--.------ 171,017 Controlled by T. V. Soong. 

Shanghai Commercial Bank.. de K. P. Chen's bank. s 

Shasi Cotton Spinning...-.---------- onttoa by Tu Yuch-seng, Shanghai underworld 

r. 
Bun Patrick. -----~-----------222---- 103,804 Son of Dr, Sun Fo, Pres. of Legislative Yuan. 


a 
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4. An analysis of $43 million of certificates which have been pre- 
sented for payment reveals that 86 individuals or organizations or less 
than 2 percent of the total purchasers accounted for about $28 million 
or about 70 percent of the total. These 86 persons and organizations 
each purchased $100.000 or more of the certificates. 

5. Because of the difficulties involved in the identification of Chinese 
names, it has not yet been possible to identify all of the principal pur- 
chasers in terms of whom they actually represent. There is attached 
hereto, however, a list of principal purchasers who have been identified 
with comments indicating the individual whom they probably rep- 

esent. 

a It will be noted that organizations or persons intimately connected 
with Dr. T. V. Soong purchased $4.4 million of the certificates; K. P. 
Chen, $4.1 million, and H. H. Kung, $1.4 million. Moreover, the 
Ambassador to the United States, Dr. Wei Tao-ming had purchased 
about $134,000, K. C. Li about $189,000, and the Minister of Food, Hsu 
Kan, $124,000. Organizations controlled by Tu Yueh-seng, the noto- 
rious underworld gangster leader had purchased more than $400,000 
of these certificates and organizations and individuals intimately con- 
nected with Lung Yung, Governor of Yunnan Province and one of the 
leading militarists of China, had purchased nearly $370,000 of these 
certificates. 


(Book 839, p. 189) 


(The following was typed from a Transcriber disc, dictated by a 
subcommittee staff member from the Diary page:) 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


APRIL 23, 1945. 
To Secretary Morgenthau 
From Mr. Coe (in ink) FC 
Subject: Conference with Judge Patterson on China. 


As you instrueted I called on Judge Patterson on Monday, taking 
with me Mr. Collado of the State ¿Department who, Will Clayton 
said, would act for him. «Judge Patterson called in General Olm- 
stead, who is in charge of supplies for General Wedemeyer, and 
came back in the T. V, Soong party. 


BACKGROUND 


I told Judge Patterson that the Chinese were requesting greatly 
increased shipments of gold, that you had spoken with the President 
who asked you to carry the ball, and that you had replied you would 
take your action in consultation with War and State. I gave the 
background of the loan, the uses the Chinese had made of it, your own 
sense of responsibility and said that before you decided you wanted 
to now what the military planned for China. 
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MILITARY PLANS 


Judge Patterson said the military plans were still unsettled. Gen- 
eral Olmstead said, however, that all the military plans for the 
next period required us to get from Chinese sources a considerable 
portion—I judged about 20 to 30 percent—of the supplies needed for 
military operations. This would be the case until a landing was made 
and corridor cut from the sea to Free China. The cutting of this 
corridor might take anywhere from 12 to 18 months. The military 
were interested in the area around their lines of communication, that 
is, largely the Kunming area in southern China and the route from 
there to Chungking. The General said they had a program for 
equipping 36 to 39 Chinese Divisions. 

The Chinese have been giving very good cooperation, according to 
the General. Judge Patterson says, “Yes, they do an awful lot of 
lying, sometimes.” In response to a question from me, General Olm- 
stead said that the Generalissimo had told him that he intended to cut 
the number of troops to about .344 million, but that the Generalissimo 
had not indicated to the Army that he expected more gold from us 
or any other favors. 

General Olmstead said that the Army and the Chinese were con- 
cerned about an economic collapse in China. If that occurred they 
did not know how they could get their local supplies, General Olm- 
stead thought that an anti-inflation program in selected areas might 
be successful—the areas to be the ones that the U.S. Army is to get 
supplies from. By questions, Judge Patterson got the General to 
indicate that the Army was mainly concerned with the trucks and 
the textiles which the Chinese were asking, and that the decision on 
the gold was something for Secretary Morgenthau to make. 


POLITICAL SITUATION 


Mr. Collado brought out that the Department of State might be 
concerned about the political repercussion, if the Chinese failed to 
pay gold which they have promised on the certificates which they 
are now issuing. (It would take $U.S.50 million more gold to meet 


these obligations.) . 
GENERAL INFLATION 


Judge Patterson and General Olmstead both recognized that the 
inflation could not be stopped by any of the measures under discus- 
sion, and that it was only a question of a palliative corruption. 


ABUSIVE 


I stated that, apart from other issues, the Treasury was concerned 
about the manner in which the loan had been used and the restricted 
number of individuals who had benefited. Judge Olmstead gave a 
good example: He said that three Clrinese and three Americans had 
conferred for hours and finally agreed on the recent increase in the 
gold price from $CN20,000—this means $20,000 Chinese—$CN20,- 
000 to $CN35,000 per oz. The agreed effective date was 48 hours from 
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that time. The next day was a holiday. However, during the second 
day demand for gold was out of all -proportion to any recent pur- 
chases and a big business was done. One of the principal purchasers 


was Jeanette Kung. 
NEXT MEETING 


Judge Patterson thought that you would be calling or seeing him 
on Wednesday about this. Meanwhile, he will talk with Generals 


Olnistead and Somervell. 
CONCLUSION 


General Olmstead will try to get more gold sent there, on the 
ground that it will somewhat ease the inflation. Unless swayed 

y his subordinates, Judge Patterson will be inclined to leave the 
matter up to you, because he thinks you ought to decide whether a 
particular financial technique will be helpful. Collado, of the State 
Department, will be helpful. Collado, of the State Department will 
probably argue that the “arrears”—$U.S.50 million—should be sent. 
This latter figure is probably what Soong hoped to get. 


(Book 840, pp. 98-100) 


TRANSCRIPT OF TELEPHONE CONVERSATION BETWEEN Lron HENDERSON 
AND D. W. BELL at 11:45 a.m. ArxuL 25, 1945. 


Mr. Bell: The Secretary is tied up and wondered if I couldn’t take 
the message you have for him. 

Mr. Henderson: Hold the wire a minute. Certainly you can take the 
message. I called Harry and told him and I wanted the Secretary to 
know. I went out to China on the inflation matter and I wanted him to 
know that I am dropping out of any work for China. 

Mr. Bell: You are? 

H: I don’t think I can do them any good and I might, because of 
my personality, do them some harm. I want him to know it, and sec- 

ond, I want you to know that I went out there on my own. I am 
not on their payroll and I went as private citizen; any incidental 
eee: I carried myself. 
: Yes. 

H: I want him to know that I was m this on my own—not for a 
client. Of course Harry told me before I went out that I was per- 
fectly acceptable to Henry and himself and for that reason I just 
want quietly to say to him I am not representing the Chinese Gov- 
ernment in their program. 

B: I see. 

H: I worked with them on the analysis and worked with T. V. on 
recommendations and some things he will be taking up with the Sec- 

retary but I am not going to have any part in the presentation or 
represent them officially or anything like that. I don't know whether 
nouncement will be made—an announcement was made that I 


an . : 
jan going out. I am leaving that to T. V. I am going back on my. 


other work. 
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B : Leon, do you feel the situation is rather hopeless ? 

H: No. I made a report to Harry and Adler knows and, by the 
way, there is a strong citizen. 

B: Yes, he has done a swell job. 

H: If that fellow had a little more personality — 

B: Yes, that is unfortunate. 

H: As far as his knowledge of what he is working on, he is o.k. I 
heard him and Joe Alsop lay to on the Stilwell business and he just 
plastered Joe something awful. I got to liking him very well. 

B: He has done a good job out there. 

H: I don’t think it is hopeless, but I think unless we do something we 
will lose a lot provided we think our eggs are all in the Nationalist 
Government basket. It is a high political question which I am not 
qualified to pass on. I think the thing could be held together if 
given help. 

B: I see. 

H : That's my personal opinion and I know T. V. will see the Secre- 
ae next week sometime and he can cover that. I have no part in 
that. 

B: But you did help draft some of the proposals he will submit to 
the Secretary ? 

H: Sure, I did help draft those. I am going to New York today to 
be gone several days. Naturally I will be available on a personal 
basis—I want Henry to understand that as a private citizen anything 
he thinks I know, he can have. 

B: In other words you will be available to come back and talk to 
him later on. 

H:I will be back Saturday. The last thing I want Henry to think 
is that I am asking to get in this. In fact, my preference is today to 
drop everything on the technical level of dealing with the Govern- 
ment. I think from there on it is a compound picture and T. V. is 
adequate to represent the Government. I don’t want the Secretary to 
feel that I was taking compensation from the Chinese as a cljent. I 
am a friend of theirs and, as I say, I went out there at considerable 
expense. You take five or six weeks out of your life—no money and 
plenty of expenses. > 

Bell: That is expensive. ] 

H: Yes, butit wasa great opportunity. 

B: It gave you an opportunity to look the situation over. 

H: It wasa good investment and I was very pleased that he thought 
I was a good one to go. But I did want to get over to him, because 
I have been working on this, and I am pretty aggressive and I want 
to leave it on what I have done—I have practically completed the 
limited job Nelson gave me to go out there and do for them. 

B: I am sure he understands it in a general way but I will be glad 
to tell him. He will be pleased that he can talk to you later on about it. 

H: The Bretton Woods thing is one of the things you hear most of 
when you get around. If I didn't know about Bretton Woods before 
I had been to France and China, I would know it then. 

B: You know it is necessary ? 
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H: Gosh yes. I have said more than the Treasury has in recent 
months on the subject. 

B: Really. 

H: Well, goodbye, Dan. 

B: Bye. 


(Book 842, pp. 47-79) 


APRIL 30, 1945 
9:15 a.m. 
GROUP 
Present: 
Mr. D. W. Bell 
Mr. Pehle 
Mr. Coe 
Mr. Haas 
Mr. Fussell 
Mr. Bartelt 
Mr. O'Connell 
Mr. Blough 
Mr. Gaston 
Mr. Gamble 
Mr. C. S. Bell 
Mr. Luxford 
Mrs. Klotz 


_ H.M. Jr: Ihave nothing. I just thought I would come back today, 

Just to ba here. Mrs. Morgenthau has been all right the last two days. 

So, I came back just in case anything happened, I would be here. 

That's all. See, the financial center is at this desk, so I thought I had 

better be at the helm in case something happened. 

> pn with Admiral Leahy yesterday, and I just thought I better 
e back. 

4 y Gaston: You say Mrs. Morgenthau has been well the last two 
ays: 

H. M. Jr: She had another little-attack on the 18th, and she con- 
tinuously ran a temperature up through this Friday, and she has only 
been normal since Saturday. So, now they say in another two and one- 
half or three weeks if nothing more happens, they can bring her back. 

Herbert? 

Mr. Gaston: You asked the Chief of the Secret Service to check 
‘with you again before taking the family children details off. Today 
is the last day of the month. You said they could probably relieve 
them today. The question is it may mean a month’s difference so far as 
the position of rented quarters and so on 'are concerned. Shall we 
notify them today to make arrangements with the people to take them 
off? The Chiefisill. k 

H. M. Jr: No, no, no! It doesn’t bother me. That's all right. But 
the only thing is the man who is looking after the Boettiger child, 


That’s the only exception. 
Mr. Gaston: Oh. 


MORGENTHAU DIARY 1493 


H. M. Jr: He's in the hospital. 

Mr. Gaston: Here? 

H. M. Jr: Just one man. 

Mr. Gaston: That will go until further notice ? 

H. M. Jr: Until the child is out of the hospital. 

Mr. Gaston: I haven't anything more. 

H. M. Jr: How about that thing—I want to get a report from 
you and Bell ? l Ai 

Mr. O’Connell: I hoped it would be later than today. I cleared 
it with the Bureau people up to the Commissioner. I have to wait 
until he comes back. 

H. M. Jr: Have they cleared up to there? 

Mr. O’Connell: We had a meeting at which it was the view of 
the people we talked to that we can do about what I understood you 
to suggest. 

H. M. Jr: You who aresostrict, how do you feel ? 

Mr. O'Connell: I have no doubt about it at all, but the Commis- 
sioner has to make all the rulings. 

H. M. Jr: How about the General Counsel ? 

Mr. O’Connell: The Chief Counsel is all right, although he wanted 
to sleep on it over the week end. The only thing that gave him pause 
is that the question had never arisen before. 

H. M. Jr: Suppose you and Bell stay behind. 

Mr. O’Connell: Yes. 

I have one thing I would like to mention. We drafted in the 
Bureau an Executive Order authorizing the OPA through their re- 
gional offices, to have access to income tax returns. We had been dis- 
cussing it with the OPA for over a year now, and there was originally 
some hesitation to letting them have access to the returns in that way. 
It’s really only a slight extension of what we now do. The returns are 
made available to the American Agency except that the request has 
to come from Bowles. The theory of this order is that to facilitate 
action, the regional offices should have access to the returns through 
the Collectors, the same authority the United States Attorneys have 
now, and the only reason I am raising it here is that Elmer Irey and 
Charlie Bell raised serious doupts about whether we should extend 
that degree of cooperation to the OPA? I have none myself, nor has 
any one in the Bureau. 

H.M. Jr: State it again. What does OPA want? _ 

Mr. O'Connell: An Executive Order which will authorize the Re- 
gional Accounting Directors of OPA to have access to tax returns by 
dealing directly with Collectors. The only difference is that now 
they send—the Regional Director, if he wishes, sends a telegraph 
communication in to Bowles and Bowles signs the letter which comes 
to Treasury, and from here goes to the Bureau. 

H. M. Jr: I would like to keep it that way. 

Mr. O'Connell: It has been broken down. We have, for years, 
permitted United States Attorneys to have access, 

H. M. Jr: Well, that is a little bit different. 

Mr. O'Connell: I see no difference, but—— 

H. M. Jr: I think the United States Attorneys are different. 
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Mr. O'Connell: They may be different but I don’t—— 

Mr. Pehle: Which way? 

H. M. Jr: They are better. 

Mr. Pehle: Political appointees. ; 

H.M. Jr: Anyway, I don't want to doit. 

Mr. O’Connell: That’s all I have and I lose out. 

H. M. Jr: I read Nunan’s report. There are three good cases there 
that he mentions. Now, if I wanted to give those three cases out 
and say we have given them to the Attorney General, see, for prosecu- 
tion, I think that as a matter of courtesy we ought to tell the Attorney 
General we were going to do that. 

Mr. O’Connell: No doubt. 

H. M. Jr: Who handles that? 

Mr. O’Connell: Sam Clark, Assistant Attorney General, in charge 
of the Tax Division. 

H. M. Jr: You call up Sam Clark when you go out of here and say 
I would like to know personally how he feels. This afternoon at four 
o’clock I would describe these cases in detail and explain this is what 
they are and that they are now over there for prosecution. But do 
it in a manner that wouldn’t appear we were trying to put heat on 
the Attorney General, but just to let the public know. 

Mr. Gaston: Would you give the names in the cases? 

H. M. Jr: Yes. 

Mr. Gaston: For releasing it for publicity, or—— 

H. M. Jr: .Yes, just give the case history. 

Mr. O'Connell: Are these three black market cases? 

H. M. Jr: They are mentioned in Nunan’s report. 

Mr. O'Connell: There are more than three. 

H. M.Jr: I could show you one. 

Mr. O'Connell: Yes. 

H. M. Jr: Ask him how he would feel about it if he knew we would 
get around toit. It may be two years. 

Mr. O’Connell: It wouldn’t be two years, but it will be a little time 
because some of the cases we sent more than four or five months ago 
are still pending. 

H. M. Jr: I want this back, but J, haven’t read it all. I want to 
work with Preston Delano. See whether he will work with us on one 
thousand dollar bills. 

Mr. O’Connell: Yes. 

(The Secretary handed Mr. O’Connell an Executive Order on 
OPA 

MY O’Connell: The Naster case isn’t really in the Justice Depart- 
ment yet. It was a case we were going to handle. There are two 
problems, (1) what the Department of Justice here would say, and 
(2) what the particular United States Attorney would say, speaking 
of the Naster case, and the District Attorney in Chicago is something 

of a prima donna and runs his own show. What his reaction would 
be to another disclosure of a case that may be up to him to take to 
the Grand Jury twe or three months from now might be entirely 


different. 
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H. M. Jr: Talk it over with Clark. After all, it’s like anything 
else where they get this precedent and so forth, and the object is to 
let the public know and get the benefit, we hope, of the public being 
with us. 

Mr. O'Connell: If it weren’t a black market case I think the prece- 
dents, which were entirely sound, would be improper for disclosing. 

H. M. Jr: Improper? 

Mr. O’Connell: Sure, because it seems to me it’s a little like trying 
a case in a newspaper... If all we have got is an investigation report, 
it leads us to believe a man may be guilty of criminal evasion of 
tax laws. It’s improper in advance of an indictment to try that case 
in the newspapers by giving that information out. 

H.M.Jr: That's the lawyer’s viewpoint. But there have been some 
very successful District Attorneys that have done that. 

Mr. O'Connell: One became the Governor of New York on a case 
like that, but the worst Governor of New York. 

H. M. Jr: He's the only fellow who had the guts to clean up New 
York City. 

Mr. O'Connell : I didnt think he did. 

H.M. Jr: He cleaned up New York City. 

Mr. O'Comnell: But the case that gave him most of his publicity 
was reversed in the Court of Appeals mainly because he tried it in 
the newspapers. 

H. M. Jr: Nobody knows and cares. It was never brought out 
when he ran for President. 

Mr. O'Connell: For Governor. 

H. M. Jr: For President. 

Mr. Gaston: Yowre talking about a different man, perhaps. 

Mr. O'Connell: I am talking about the fellow who became Gov- 
ernor on the Becker case. 

H. M. Jr: I thought you meant Dewey. 

Mr. O'Connell: No. 

Mr. Gaston: No, Dewey didn't follow just that method. 

Mr. O'Connell: No. 1 was thinking of an older Governor. 

H. M. Jr: Whitman was a good lawyer. He had one of the best 
legal firms in New York wheg he finished being the Governor. It 
never seemed to hurt him any. 

Mr. O'Connell: No, unfortunately. 

Mr. Gaston: There is a better way to handle these cases than 
giving out details before they go into the hands of the Department 
of Justice for prosecution. Handling the campaign in general terms 
is one thing and you can give out material which will result in pretty 
good stories without giving the names of the people, and so forth. 
Then a supplementary way to do is tell them about particular cases 
but tell them in confidence that this material is for backeround use 
when any break comes through the office of the District. Attorney. 
You can get two kinds of stories out that way without violating 
any results. But I agree with Joe, that unless there are some very 
sensational developments which come out normally anyway, that it 
is not a good thing to give out a case against a man before he is 
put to trial. 
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Mr. Luxford: Are these men going to be arrested ? 
Mr. O'Connell: No. 

Mr. Luxford: Have you got a case where you could arrest them? 

Mr. 'O'Comnell: Well, the procedure will be—these cases have just 
been referred to the Department of Justice. If they think we have 
got a case, they will refer it to the United States Attorney’s Office and 
make ita Grand Jury case and get an indictment out of the Grand 
Jury. - If we now, just after we have made a recommendation to Jus- 
tice, disclose' the names and facts in a general way, after we have sent 
it to Justice, it is unprecedented which doesn't mean it’s wrong; but 
it has its drawbacks from the standpoint of how the case will be han- 
dled from then on. Apart from the fact that—even if I weren’t a law- 
yer, I would think there was something wrong about going to the 
Grand Jury and disclosing the fact that you think a man is guilty of 
a crime before he has been tried or even before it has even been pre- 
sented to a Grand Jury. 

Mr. Luxford: It might be pretty healthy on one or two cases to 
let the word out just what is happening. 

Mr. Gaston: Often that sort of thing comes out on an arrest. You 
tell the circumstances of an arrest, but when you have worked up a 
case against a man, you have a good prima-facie case for presentation 
before a Grand Jury. I think it’s an abuse of Governmental processes 
to spread that case out in the newspapers before it is presented 
through the regular channels for trial—for consideration and trial. 

H. M. Jr: You can do what I did in the case of the Goulds. With- 
out asking anybody’s advice about it, I told the whole case, but 
I didn’t give their names. I described their looks, ages 

Mr. Gaston: You didn’t spell the name, precisely. 

H. M. Jr: Then you could say, “Of course, if you go down the street, 
maybe they can tell you,” and all the rest of that. Supposing I did it 
that way 2 

Mr. O’Connell: I don’t think the two cases are exactly the same. 

H. M. Jr: Okay. Fussell? 

Mr. Fussell: I think it would be all right if you use the name. 

Mr. Pehle: Are these cases of people with criminal records of any 
kind, Mr. Secretary ? 4 

Mr. O'Connell: Some of them. There isa distinction I attempted 
to make in the beginning. One case in Justice, for example, is a liquor 
company in New Jersey or Connecticut which has already been con- 
victed on a violation of the OPA price ceilings. 1 would make a dis- 
tinction between that, because you can certainly rehash the facts to, 
which they have pleaded guilty and say there is a tax cuse, too. These 

three cases are under investigation. There is no black market indict- 


ment. f 
Mr. Pehle: Have they been given an opportunity to explain the 


facts? a ; 
Mr. Gaston: To an investigator only. 


Mr. Penre: Yes, but qu m À 
Mr. O'Connell : If you have a case of an indictment and conviction 
on the same set of facts substantially, it seems to me you have very 
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good grounds to disclose the same sort of information which has not. 
een publicized. 

Mr. Pehle: I was trying to distinguish between people who had had 
up to now generally good reputations. I think the Government is tak- 
ing a lot on itself prior to indictment to come out and say, “We have 
got this kind of case,” unless we are awfully sure of the facts, and they 
have been given an opportunity to explain it. 

H. M. Jr: What’s the difference in my telling it across the desk and 
telling it to a columnist before anybody has seen the facts? 

Mr. Pehle: The rules on columnists have not been very well 
defined. 

H. M. Jr: I won't tell it to a columnist if you are so worried. You 
never were so worried about that before. 

Mr. Pehle: Ruining people through columnists? Yes, I think you 
have a moral responsibility unless you are sure. 

. M. Jr: Supposing you're sure? 

Mr. Pehle: That's different. 

Mr. Luxford: The Bureau has a ninety-nine percent record. 

H. M. Jr: Supposing you're sure of the facts. Is it all right for 
me to tell it to a columnist? 

Mr. Pehle: And if you are sure they have been given an opportunity 
to explain themselves. 

H. M. Jr: Well, they have been interrogated. They can’t ex- 
plain it. 

Mr. Pehle: The fact that they have been interrogated by a Revenue 
Agent isn’t in my opinion enough, but if you are reasonably sure in 
your own mind that you are not hurting the reputation of an innocent 
person, I would say a columnist is all right. 

H. M. Jr: If ninety-nine and nine-tenths percent of the public 
benefit by it by exposing these kind of people to these facts, suppos- 
ing the one-tenth of one percent suffers? I would like somebody to 
get excited about these things. This is a terrible thing going on in 
America. These fellows are blood millionaires and their incomes run 
into hundreds of thousands of dollars, and nobody gets excited about 
it except me. Now, I am going to break the story one way or another, 
and if somebody doesn’t like it, jt’s too bad. 

Mr. Gaston: Yow re wrong in saying that nobody gets excited but 
you. We are trying to give you advice on how to handle the thing 
without injustice. I suggested a way to handle it without much 
attention. I think I know how to handle it. 

H. M. Jr: How? 

Mr. Gaston: I told you that a couple of weeks ago. I would get 
some men and tell them the whole background of what we are doing 
here. 1 told you a few minutes ago the same thing. You could 
have some general stories telling what we are doing and the general 
nature of the offenses we are finding out about. You can make not 
one story but a series without giving names. You can post newspaper 
men in the regions where the stories are going to come out, tell them 


about what is going to come out, so they can cover it when it does. 
H. M. Jr: Well, now, Herbert—— ene Se 
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Mr. Gaston: That's the clean, just way to handle these things, not 
to break a story and give the details of a story when it hasn't been 


presented to a Grand Jury and you have no proof. 
H. M. Jr: It’s two months now that I have been chafing under 


these—— 

Mr. Gaston: I have been chafing longer than that, and we have had 
stories out to which you objected to. You wondered where all this 
newspaper publicity was coming from, and I think that newspaper 
publicity was the very best thing possible for this campaign. 

H. M. Jr: I question that. You and 1 haven't seen eye to eye on 
this thing. 

Mr. Gaston: I think it’s natural we shouldn’t. I look at it from 
a little different standpoint. 

Jr: Where do we differ? 

Mr. Gaston: Well, if you don’t mind my saying so, I think I have 
had a little more experience in handling newspaper stories. 

H. M. Jr: I don’t take any objection to that, but I still say no 
without being personal. I mean, you can take objection to what I 
say, but I still say that this is going on as a result of my raising such 
hell, and now I have got five hundred and ninety men on this thing 
exclusively. I gather, working this thing, and the thing is now 
beginning to come in. I think the public should know what we are 
doing, and I am not going to worry too much about it if we tell them 
about twelve stories and two out of the twelve are subsequently proven 
innocent. 

Mr. Gaston: What is coming in now is not what they have started 
on. 

H. M. Jr: As a result of my getting excited, they now have five 
hundred and ninety men on this thing exclusively. 

Mr. Gaston: That is perfectly true, but the stuff that is coming in 
now is not a result of the five hundred and ninety men getting started 
on it. 

H. M. Jr: I believe these are, according to Nunan. And as long 
as we are arguing, I think the methods we have used up to date 
have not stopped this sort of complete disregard of the law. 

Mr. Gaston: I think your making this shakeup and getting all 
these men started is a very good thing. I think putting all this em- 
phasis on it is going to get some results. It was a very excellent thing 
to do, but these cases that they have ready now—these cases can’t ba 
produced as soon as—they are not a result of your getting five hundred 
and ninety men started, but I think there is a story to be told, not 
only about these cases, but about the sort of work we are doing now. 

Mr. Luxrorb: Herbert, isn't there a case for one, two, or three? 
Couldn’t you dramatize this sort of thing? What does Congress do? 
They are not always the fairest, organization in the country, and yet 
frequently by dramatizing a situation they get some action. | I don’t 
think the Secretary is talking about doing this in every case, Just two 


or three cases. 
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Mr. Gaston: I am for dramatizing and getting more stories in the 
paper. I think the stories printed were good, and I think we ought 
to get some more, but I am not for giving out a detailed story naming 
a man before the case has been tried. 

Mr. Penre: Wouldn’t it work to get somebody like Tom Stokes 
of that type and give him enough of the facts to let him know these 
stories so he can check them himself, and publish these on his own? 
Tf you get a couple good crusading reporters who will go out and de- 
velop some of these things, you are going to get the kind of publicity 
you want. 

Mr. Gaston: I think that Mr. Fussell and Mr. Shaeffer can develop 
a plan to get some publicity on this thing. 

Mr. O'ConNeLL: The only difference would be one of timing of the 
publicity. I have no quarrel about the desire of having such public- 
ity and getting as much public consciousness of the problem as is 
humanly possible to get. The difference is at what point do you want 
to give out the facts of a particular case and make capital of them, 
and Herbert’s point, and mine, is that that should not be done. 

H. M. Jr: We are wasting an awful lot of time. If Gaston is as 
excited about it as I am, fine, or if anybody else is excited about it— 
I want to find a way to break this thing. 

Now Fussell, you are here; Gaston brought you in here. You see 
if you can find some way to do it, will you? 

Mr. Gaston: Yes, sir. 

Mr. FusseLL: There are two possible ways, one is a way Mr. Gaston 
suggested, and one Mr. Pehle just suggested, through spot stories by 
people who are willing to follow up on the thing. The other way 
is the way we suggested last week, Mr. Secretary, of giving out the 
cases to them. 

H. M. Jr: It is your assignment; get the stories out, will you? 

Mr. Fussell: Yes. 

H. M. Jr: I have got an awful lot of important things. It is your 
assignment. I want to see some publicity on it. Will you take care 
of that assignment? i 

Mr. Fussell: Yes, Mr. Secretary, but the understanding is, we are 
not to give the names at this stage ? 

H. M. Jr: You take the assignment, and you do it the way you think 
is right with this objective in mind. 1 want to stop it through pub- 
licity. 

Mr. Fussell: Yes. 

H. M. Jr: I am not telling you how to do it. This is fair enough, 
isn’t it? 

Mr. Fussell: Right. 

H. M. Jr: Nobody can object to that. Consult with Mr. Gaston or 
anybody, but get me results. 

Mr. Fussell: We will get some stories by the end of this week. 

H. M. Jr: Is that all right with you, Herbert ? 

Mr. Gaston: Absolutely. 
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H. M. Jr: Get me some results. I still say that until I got mad 
around here and talked to the three collectors and Nunan and all tihe 
rest of them, nothing was being done by and large by these people. 
They were too busy. They had this and that, and they didn’t have 
the manpower. They had five hundred and ninety men. Sure, some- 
thing else is being neglected. I am not going to wait like the investi- 
gation on the meat market situation. Iam not going to wait. Ihave 
been around this town too long. Get me out some stories. The thing 
that I objected to about that Miami story was this great buildup. 

I will say this in this room, that by God, Elmer Irey doesn’t de- 
serve it. And if you read this investigation that this fellow made of 
the amount of business that we are handling and the number of cases 
that are coming in—the thing I object to is that Elmer Irey didn't de- 
serve those stories. 

Mr. Gaston: Which is that ? 

H. M. Jr: The stories that came out of Miami about Elmer Irey the 
great gang-buster. I am not interested in any one person; I am inter- 
ested in stopping this thing before I have investigated it. And if 
anybody hasn’t read Charlie Bell’s report, I will tell them to read 
it. Itis a terrible indictment on the Bureau. 

(Mr. D. W. Bell leaves the conference temporarily.) 

H. M. Jr: Well, you have got four times as much revenue, and 
practically the same number of indictments. 

Mr. O’Connell: And practically the same number of people. There 
is an explanation. 

H. M. Jr: Before we started this war you had no guns or labor, 
you had no this or that. The War Department has waged a war. They 
find ways to do it. We have got a war against a new kind of unmoral 
society, and I don’t want to wait. 

Mr. O'Connell : I want to point out that the explanation, whether it 
is a complete defense or not, of the fact that the number of cases and 
that sort of thing has not kept pace with the increase in revenue is 
that the Bureau has not been able to get competent personnel or money 
to pay them. 

H. M. Jr: You have never gone on the Hill and said, “Look, here is 
what is happening. This is what society is doing today.” I came into 
this job on the tail end of the worst bootlerging—the worst unmoral 
era almost that this country has ever gone through. I was stupid. I 
sat here and said I would either lick it or resign, and we went out 
and changed the whole thing, and we licked it. 

Now, we didn’t say that you can’t go out. on a three mile zone and 
have a lot of lawyers stop us there. President Roosevelt said, “A 
bootlegger is where you find him, irrespective of the zone,” and we 
went out one hundred miles, and we found them. Fellows used to 
hover out three miles or twelve miles. All kinds of barriers were put 

up against us. F irst it was three, and then twelve. President Roose- 
velt said, “Go and find them.” We kept the fellows out so long they 
couldn't stand it and gave up business. They told me I couldn't go 
after the ex-Prime Minister of Belgium in the bootleg business, but 
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I did it. We found ways to do the thing, and I ana saying there are 
ways to get thisnew kind of unmoral society which exists. You have 
got to fight fire with fire. It is like this picture of Colonel Blimp 
the other night. You are not to use heathen methods, but be good 
sports and not fight on Sunday and not bomb cities, and all the rest 
of that stuff, and that was the way to fight the Germans. 

Well, you have got to fight these people with different methods, and 
that is what I am talking about and what I am going to insist upon. 

Mr. O'Connell: Ihave no quarrel with that. 

H. M. Jr: Charles Bell did a swell job and had courage enough to 
put it in writing. It is a terrible condemnation of the Bureau, like 
you can't go outside the twelve mile limit. You people haven't gone 
up on the Hill and gotten excited the way I have, and said, “We have 
got to have more men. We have got to have more money.” 

Mr. O'Connell: I know that the last time the Bureau went up on the 
Hill they had their appropriation cut several million dollars. 

H. M. Jr:-All I need is a little more information and I can get ten 
million dollars. I can get any sum I want if I tell this story. 

Mr. Luxford: That is, if you get a spread in the papers. 

Mr. O'Connell: I have no question about that at all, and I have been 
talking to the people in the Bureau with that in mind, but from 1940 
to 1945 we have not had an appropriation to make it possible for us 
to step up either our personnel or handling of cases to the extent 
desirable. 

H. M. Jr: Now look, Fitzgerald, the State Chairman of the Demo- 
cratic Party in New York, recommended to President Roosevelt the 
District Attorney who has got the largest Holstein herd in the Cats- 
kills in New York. He has made a lot of very good cases in New York 
State, and they wanted to give him some important job, see? I can’t 
remember his name, but maybe it is in my correspondence. You ask 
Fitzgerald who he meant that had this big Holstein herd. He has a 
wonderful record as a prosenting attorney in the State of New York, 
see. Te has made some very difficult cases in Albany. Let's get some 
look him up and let's get some fellow down here. I need some new 
blood down here in the Bureau, and the prosecuting attorney’s record 
reads wonderfully. Look this fellow up. I want somebody down here 
like that to assist you, some youwhg vigorous fellow, a good Holstein 
man. (Laughter) Look this fellow up. We need somebody around. 
I want somebody to carry the torch on this thing who can do this and 
nothing else. a 

Incidentally, the attorney out there that got Pendergast—what's his 
name? 

Mr. Luxford: Milligan. 

H. M. Jr: And fellows like Judge Campbell who have made their 
reputation, Thomas E. Dewey, for instance. 

Mr. O'Connell: They are prosecutors. 

H. M. Jr: That is what I want in the Treasury working under you. 
You look up this fellow. 

Mr. O’Connell: We don’t prosecute cases. 
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H. M. Jr: All right, but we will force them. Get some fellow that 
will make a case so we can put some pepper on it. Clark is entirely too 
placid. Look this fellow up. 

We need a young fellow that will burn on this thing. Don’t worry 
too much about whether a man is guilty or not. You get the Civil 
Liberties after me. All right? 

Mr. Gaston: Yes. I want you to know I approve of your giving the 
people the hot foot. 

H. M. Jr: I know you do. I haven't known you for fourteen years 
for nothing, but we all get hide-bound, and they all think I am wearing 
a boiled shirt and a three-inch high collar, and so forth, and so on. 
Let's get busy on this thing. You can read across every paper about 
OPA and the meat market. The trouble with OPA is they have got no 
enforcement. 

Mr. Gaston: And we tried our damnedest to help them and couldn't 
put it over. 

H. M. Jr: Iam not going to wait now until somebody tells me, 
“Morgenthau is falling down on the job.” And when I read that 
report I was ashamed of the Treasury. Have you read it? 

Mr. O'Connell: Yes. 

H. M. Jr: O.K. Iam sorry I didn’t come back for this. 

Mr. Blough: I would like to read that report if I may. 

H. M. Jr: If anybody wants to see the thing, he can read it. I 
don’t want the columnists to see that report. 

Mr. Blough: Ihave no contacts with the columnists. 

H. M. Jr: Iam not referring to you. You should have known that. 
(Laughter) 

Mr. Blough: I can develop them very quickly. 

H. M. Jr: Well, when is this report coming out? 

Mr. Blough: After Senator George gets back, and I don’t know yet 
just when that will be, possibly tomorrow. 

H. M. Jr: Is my statement. prepared ? 

Mr. Blough: We have not finished it because we haven’t seen 
what they have finished for up there, but we are very actively work- 
ing on it, and I was going to say by the middle of the week we 
ought to have a conference with you on the subject. 

H. M. Jr: I like to get Herbert Gaston excited. When I do he 
always goes to town, so I expect good things this week. 

Fussell ? 

Mr. Fussell: Is that program going through for tonight, Mr. 
Secretary ? 

H. M. Jr: Yes. Don’t—listen! I am exhausted. The thing is 
terrible. I have given it to Henry Murphy, who seems to know noth- 
ing about Bretton Woods, and, therefore, he will be good on it. He 
is coming back at three o’clock. If you want to be here, O.K. I 
haven’t used him in ten years, so he is fresh. 

Mr. Fussell: That is all I have, Mr. Secretary. 

H. M. Jr: Mr. Luxford, my liaison man up at Bretton Woods 
knew nothing about it, so I gave him hell this morning. 
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Mr. Luxford: I had no responsibility for it, Mr. Secretary. 

H. M. Jr: At any rate, they are coming back about three with 
something that is sizzling. Bernstein looked at it and said, “My 
God, I threw that out three times and they have referred it to the 
Secretary.” This is E, M. Bernstein. Anyway, they are coming 
back. I have given it to Henry Murphy and E. M. Bernstein. lt 
is terrible, dish water. 

Mr. Gaston: What is that? 

H. M. Jr: A seven-minute talk for me at nine o’clock tonight. 

Mr. Gaston: On Bretton Woods? 

H.M. Jr: Yes. 

Luxford's excuse was nobody told him anything about it. 

Mr. Luxford: 1 knew about it, Mr. Secretary, but 1 had no 
responsibility for it, 

H. M. Jr: All right, but when I talk about Bretton Woods, it stems 
from you down. 

Mr. Luxford: All right, sir. 

H. M. Jr: Coe? 

Mr. Coe: I don’t think I have told you, but last week and the week 
before we had the French in following up your instructions about 
laying out the financial accounts here. ‘These were some subordinates 
of Pleven’s. They gave us all the dope. It is quite satisfactory ; all 
their money is accounted for. The Germans seem to have gotten 
none of it except the Belgian and the Polish stuff, :and they went 
over a series of issues which they think Pleven is going to take up 
with you, ; 

Incidentally, they told us their ideas on reparations, and they 
coincide almost exactly with the Treasury’s. 

H.M. Jr: If you want to be excused, go ahead. 

Mr. Luxford: F have got another five minutes. 

H. M. Jr: Well, that is good. Now, I want to move on the Chinese 
thing. 

Mr. Coe: Did you get our memo that I sent? 

H. M. Jr: Yes. Do you think I ought to call up Mr. Patterson 
and ask him when he can do it ? 

Mr. Coe: Yes, I think he is wyiting for a call. 

H. M. Jr: I want somebody from the State Department. 

Mr. Coe: It would be Clayton. 

H. M. Jr: Suppose I work on it. I will do it tomorrow afternoon. 
We have reparations in the morning. I want to move. 

Mr. Coe: We had a session with Clayton—with State on the Chi- 
nese thing, and we talked over the matters which I put down in that 
memo, general recommendations. The State Department people, in- 
cluding most of their Chinese people, are out in San Francisco. They 
had one man over here. They were inclined much more, 1 think, to 
give them the fifty million dollar arrears on the gold, but they were 
not very strong geant MaM 3 

H. M. Jr: This General Olmsted seems to want to pay t ickly. 

Mr. Coe: Olmsted ? Do Qui 

H.M.Jr: Yes. 
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Mr. Coe: He came back for WPB. They have this three point 
program on trucks, textiles, and coal. 
H. M. Jv: Trucks, textiles 
Mr. Coe: and coal. 
Mr. O'Comnell : Trucks, textiles, and Treasury. 
H.M. Jr: The three T's. 
Mr. Coe: Leon Henderson has gotten around town on it, but 1 don't 
think he has aroused much sympathy. 
H. M. Jr: Oh, I will fix up a meeting for tomorrow afternoon. 
Are youon this reparations thing? 
Mr. Coe: DuBois and Glasser. 
H.M. Jr: DuBois and Glasser. 
Can I borrow Nathan for a couple of days to finish up this article 
of mine? It is practically finished now. 
Mr. Coe: Yes. 

H.M. Jr: Just what is Nathan doing? 

Mr. Coe: He has been working on the German stuff. 

H. M. Jr: Could I have him for this? 

Mr. Coe: I think on final editing he perhaps wouldn't be so useful 
to you. 

H. M. Jr: I need some more stuff. 

Mr. Coe: You need more stuff. 

H.M. Jr: Loth was simply grand, Herbert. 

Mr. Gaston: Is he doing some more work ? 

H. M. Jr: He spent the week end with me and the first article on 
the plans for Germany is practically finished, and I want to give it 
ie eee Truman tomorrow. He has given me clearance to go 
ahead. 

Mr. Gaston: Is this to be a series of articles? 

H. M. Jr: For magazines in order to get the thing through and not 
walt for the book. I am going to do two or three articles. I took 
Loth with me to Florida, and we finished the first one. It needs a little 
something here and there. The second one on agriculture 1 need 
some help on. 

Mr. Coe: 1 think before your Tuesday reparations meeting, Mr. 
Secretary—— z 

H. M. Jr: I am not using him in editing. I want him to get me 
some stuff, 

Mr. Coe: He will be glad to. 

I think you ought to talk to Clayton to see whether he has talked 
to Pauley. 

H. M. Jr: Pauley is coming here for lunch at one o’clock. 

Mr. Coe: Oh. 

H. M. Jr: And DuBois is coming in at a quarter to one to tell me 
what happened this morning, if anybody wants to listen. I didn’t 
want DuBois to come in and tell me he didn’t want us telling him 
what to do. Like my daughter Joan said to me yesterday, eddy 
yowre good.” He is having lunch with me at one o’clock today, an 

1 want to find out whether he does or doesn’t want any help before 
tomorrow. I gather he doesn’t want any help from War or State. 
Y don’t know how he feels about Treasury. O 

Mr. D. W. Bell: Will he be at tomorrow’s meeting ? 
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H. M. Jr: I don't know. I thought I’d ask him at lunch today. 
He may tell us to go jump in the Potomac. 1 wanted to do it 
privately. 

Mr. Coe: Yes, because at this meeting we will presumably be draft- 
ing his instructions. 

H. M. Jr: That is right. 

Mr. D. W. Bell: He might be interested. 

H. M. Jr: See that I get by a quarter to one, will you, so I can 
show Pauley, the letter we showed to the President, the transmittal 
letter in which we said we'd go ahead on reparations, and the Presi- 
dent said, “Yes.” See if I can get that by a quarter to one. Did you 
stay home Saturday ? 

Mr. Coe: Yes. I caught a cold resting. It is a dangerous thing 


o do. 

H.M. Jr: What else? 

Mr. Coe: That's all. There is one thing on which I am not sure 
what State has done, but it should be mentioned. You know they 
have been trying to beat the deadline on the end of the war on these 
3-C agreements, lend lease agreements. One it seems to me is over the 
wires, not over the wires—Netherlands. 

(Secretary holds telephone conversation with Mr. Patterson, Under 
Secretary of War.) 

H. M. Jr: He is leaving in five minutes for Europe. He said he 
can't come and he said Somervell. This is on the Soong mission to 
China? 

Are you through? 

Mr. Coe: I think we have these French lend lease negotiations 
hanging fire, and I hate to see us initiate a new lend lease agreement 
at this late date in the European war. 

H. M. Jr: Give mea memo onit. Get it to me today. 

Mr. Coe: That's all. 

H. M. Jr: Mr. Gamble? Did we get any publicity as a result of 
you and me trying to do something last week? 

Mr. Gamble: We got a little publicity on black markets. 

H.M..Jr: Nothing on war bonds? 

Mr. Gamble: Very little—just a couple of lines. My experience 
has been that these fellows who'cover your press conferences are not 
much interested in war bonds and finance. They are more interested 
in some kind of sensational story which they can get out of here, 1 
think, which is natural. They put war bonds in the category of work, 
and it is one of the reasons we've had to pursue it with these special 

eople. 

E H.M. Jr: Pd like you here at four o’clock anyway. 

Mr. Gamble: All right, sir. You will be interested to know that 
Douglas accepted that speaking engagement Truman was going to— 
Justice Douglas. 4 
H. M. Jr: At Indianapolis? 

Mr. Gamble: Yes. y 
H. M. Jr: Have you heard anything from the White House? 
Mr. Gamble: Not yet. Iam calling them this morning 

g. 


t 
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H. M. Jr: I am asking to see him Tuesday or Wednesday, if you 
want me to do anything. Ifso, get it to Mrs. Klotz. 

Mr. Gamble: All right, sir. That's all, sir. 

H.M. Jr: George? 

Mr. Haas: You recall you wrote a letter to Marriner Eccles when 
the three months certificate rate got out of line and asked him to bring 
it back within a reasonable length of time. It has come back, but now 
it is going up again. 

H.M. Jr: Did you thank him when he brought it back? 

Mr. Haas: No. It is nothing to worry about yet, but it should be 
stopped before it goes any further. 

H. M. Jr: Are you putting me on notice? 

Mr. Haas: I think Dan is working on it. 

H.M. Jr: You are putting Dan on notice. 

Mr. Haas: You asked me about a chart which showed all of the 
sources of funds. 

H. M. Jr: Yes. 

Mr. Haas: (Hands secretary two charts.) I had a little one and 
thought it might be too small so 1 made another. 

H.M.Jr: Fine! IfI don't understand it, 111 send for you. Eddie? 
I think Dll wish this one thousand dollar bill stuff on you. 

Mr. Bartelt: All right. 

H. M. Jr: Why these banks don’t give up the information, I don’t 
understand. They keep acting all too tender hearted. Wouldn’t that 
be Eddie’s job? We haven't given him anything to do since he’s come 
here as Assistant Secretary. 

Mr. Bartelt: I have been working about six hours every night sign- 
ing mail. 

H. M. Jr: Is that what you do? That is what they used to have all 
the Secretaries of the Treasury do until I came out here. ` 

Mr. Pehle: To keep them out of trouble. I have seen that system 
before. (Laughter) 

H. M. Jr: That is why I can spend forty-five minutes talking about 
something like black market. Congratulations, Dan. Danis learning. 
He looks better, too. 

What else, Eddie? S 

Mr. Bartelt: Maybe you would be interested in the number of read- 
justment allowance payments being made to veterans, discharged 
veterans. 

H. M. Jr: What? : 

Mr. Bartelt: Readjustment allowance payments being made to dis- 
charged veterans. They are running about twenty-seven thousand a 
week now, amounting to about five hundred thirty-six thousand dol- 

lars. Total payments to date have been about one million dollars. 

Mr. D. W. Bell: That is comparable to— 

Mr. Bartelt: ——unemployment payments. i ( 

Mr. D. W. Bell: ——unemployment compensation, and they give 

the sum to the veteran before they get employment, and they have 
gone up from just a few hundred a week to about 
Mr. Bartelt: Twenty-seven thousand. A i 
H. M. Jr: Do you think that is worthy of giving out to the 


press? 
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Mr. Fussell: I think that would be very interesting to the press 
conference this afternoon in connection with war bonds—one of the 


nenpebligastolls we are taking on. It would have to be covered by war 
onds. 


H.M. Jr: By war bonds? 

Mr. Fussell: And taxes. 

Mr. D. W. Bell: It is additional expenditure. 

Mr. Fussell: Accruing expenditure that is going to be accumulating 
as time goes on. 

H. M. Jr: Is this something new? 

Mr. Bartelt: No, sir. That has been going on since the G.I. Bill 
was passed. 

H.M. Jr: If it is something the Treasury is doing— 

Mr. Bartelt: Yes. ' 

H. M. Jr: ——come on in and explain it to the men this afternoon, 
will you? You better have something in writing, because they are 
awfully dumb. Have something written out for them so they can 
copy it. Show it to Fussell before you come in. What else? 

Mr. Bartelt: That is all. 

H. M. Jr: I didn’t think that Dan would learn that old Army game, 
but I congratulate you. You've got a good man, Dan. 

Mr. D. W. Bell: He’s got a strong arm. 

H. M. Jr: The next thing is you will be coming in with a request, 
for two new assistant secretaries. 

Mr. Bartelt: There is a lot of work there. 

H.M. Jr: I guess there is. 

Mr. Pehle: I haven’tianything, Mr.-Secretary. Charlie and I are 
in the final stages of this Procurement-Surplus Property shift. We 
are trying to do our best to keep a working organization down there 
which isn’t very easy. The Bureau organization isn’t very strong. 
It is pretty weak. q S 

H. M. Jr: If you and Charles would stay behind a couple minutes, 
I want to see the two of you together. 

Mr. Pehle: Right. 

Mr. Luxford: [have nothing. 

H. M. Jr: Nothing. You ye watching your own clock, aren't 

ou? 

Mr. Luxford: Yes. pa ae 

Mr. D. W. Bell: Congressman Rains is going to be brought back 
by the Army free of charge, and I think he is going to be here by 
May 2. 

H. M. Jr:. He is still going to vote for Bretton Woods? 

Mr. D. W. Bell: I don’t know. I didn’t check on that. 

They have not received a cable from Clay, but Hilldring said he had 
sent one off making inquiry as to the time limit. 

H. M. Jr: The way I feetthis morning on that, I have been thinking 
about this thing, and I may force the issue and put Colonel Bernstein 
at the head of that. That is the way I feel this morning, 

Mr. D. W. Bell: One other suggestion is Ros Magill. 

H.M.Jr: No. 

Mr. D. W. Bell: No go? 

H.M. Jr: No go. 
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Mr. Gaston: 1 listened to Ros Magill make a speech Friday at the 
same place where I 4vas—Friday week before last—and he was quite 
bitter against the Treasury. His whole attitude was one of sneering 
at the Treasury Department. 

Mr. Blough: He has just sponsored one of the most reactionary tax 
reports in history. It is not yet public. It is now in the private distri- 
bution stage, and they are going to revise it some, but 1t is very bad. 

Mr. D. W. Bell: Heisin the money now. 

Mr. Blough: I am not interpreting—— 

Mr. Haas: That reminds me of something. Have you seen Shields” 
and Woodward’s book? 

H. M. Jr: No. 

Mr. D. W. Bell: Isit reactionary, too? 

Mr. Haas: It is sort of a name-calling, clever sort of thing, anti- 
administration all the way through, but they don’t use those words. 

H.M. Jr: What are you going to do about it? 

Mr. Haas: 1 told them when they came in that they couldn't make 
any speeches, they couldn't write any articles while they were con- 
sultants with the Treasury, so none of them are gettine—Woodward 
never got any money, never had any appointment. Shields got his 
travel expenses. That is all. We are not paying them anything. 

H.M. Jr: Arethey any good? Are they useful ? 

Mr. Haas: Useful to find out what Mutual Trust wants, and—— 

Mr. D. W. Bell: They resigned in January. 

Mr. Haas: I told them when they did that they came in and said 
they would write this book—I said 

H. M. Jr: In the whole United States there must be a few people 
who appreciate what. this administration has done. I would seek 
them out. Let's seek them out. I can send for Lou Douglas and 
find out what the Mutual wants. 

Mr. D. W. Bell: I think George will agree with me that those boys 
probably got more out of coming down here than we got out of them. 

Mr. Haas: Sure. 

H. M. Jr: It is good to rotate, George, anyway. 

Mr. Haas: Okay. I wanted to mention it to you. 

H. M. Jr: It is good to rotate. 

Mr. Haas: I think it is. 

H. M. Jr: 1 wouldn’t send for them. They get much more out of 
us. Anyway, look for a couple of good fellows in places like Phila- 
delphia that are friendly. (Laughter.) ' 4 

H. M. Jr: I had this whole group for lunch Friday, and I said 
I want to get the word out, you see. We are thinking of moving some 
of our Foreign Funds from New York to Philadelphia, and every- 
body said I shouldn’t say anything. But they had quite a time keep- 
ing me down. wae» í 

Mr. D. W. Bell: McConnell came in this morning and gave Glasser 
and me his objections to the document we drew up the other day. One 
was the point that you raised, synthetic nitrogen not being mentioned. 
He said it was very important. Each country around Germany has a 

apacity to produce a great deal more than the whole of Europe will 
Feed: and it is very important that it go in at least the subsequent 


document. 


9 
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The other point was that steel should be limíted to some formula 
such as fifty percent of *38 production, or something like that. 

H. M. Jr: What did we say? 

Mr. D. W. Bell: I don't think it is limited, but it is part of the 
reparations. 

Mr. Coe: We say it should be held down to the limits. 

Mr. D. W. Bell: Four and five. 

Mr. Coe: To the limits of the objectives of occupation, which means 
disease, unrest, and no starvation. 

H. M. Jr: Does he want less steel produced immediately, or more? 

Mr. D. W. Bell: He wants some specific restrictions put on it in the 
document, and the other one was that the document is silent on stock- 
piles. He thinks we might find stockpiles of certain goods, maybe 
copper. 

H.M. Jr: What do we do with them? 

Mr. D. W. Bell: He thinks they ought to be taken out, but Glasser 
thought maybe that. would come under the reparations end. He wasn’t 
certain about it. Those are the three points he thought ought to be 
put in. I think he had one other point. It is a question of production 
of certain lines that might be necessary in order to build a factory 
or keep a factory going. There may be some things you may want to 
manufacture. He doesn’t think that can be done under the document, 
but Glasser has pointed out where it could be done. 

Mr. Coe: Yes. 

Mr. D. W. Bell: They were talking when I left. 

H.M.Jr: All right, Dan. 

Mr. D. W. Bell: That is all I have. 

Mr. Charles Bell: Mr. Coe would like to put out of the Army 
about ten of these old Foreign Funds fellows. A letter has been pre- 
pared to you. He would also like to get three out of the Coast 
Guard. 

Mr. Coe: That is for this Schmidt. 

H.M. Jr: Catch them before they begin to practice private law. 

Mr. O’Connell: You have to hurry. 

(Secretary signs letter addressed to Mr. Stimson, Secretary of War, 
also letter to Admiral Waeschg, both of which are dated April 30, 
1945. 

Mi Charles Bell: There is a little note to Delano for his work 
on the Red Cross. (Secretary signs letter to Mr. Preston Delano dated 
April 30, 1945.) 

Mr. Coe would like to promote Sol Adler to eight thousand dollars 
as Treasury attaché out in China from sixty-five hundred. 

Mr. Coe: 1 wanted to mention on that subject, Mr. Secretary, 1 
found out that when he went back on the Treasury pay roll he took a 
marked reduction in salary, and it has not been raised. He never 
raised the question. Harry White told me he never raised it. He went 
from ten thousand dollars back to sixty-five hundred dollars. 

H. M. Jr: From whom did he get that? 

Mr. Coe: From the Chinese. 

Mr. D. W. Bell: Fox got twenty-five thousan 4 2 

H. M. Jr: You are following out what I aana on remate 

Mr. Coe: Secondly, every time it is—— 
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H. M. Jr: Let me tell you this.: When you have won your case be- 
fore the judge, stop. (Laughter.) 

(Discussion off the record.) 

All right. . Does anybody else want a salary raise for any reason? 
Charles? 

Mr. Charles Bell: No, sir. We let the White House have three de- 
tailed stenographers this last week for a matter of ten days. 

H. M. Jr: «Does the President want an increase in salary? è 
Mr: Charles Bell: No, sir, but they are flooded with work ovér 
there. 


H. M. Jr: Al right. 


(Book 843, pp. 217, 218) 
TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: May 1, 1945 

To: Secretary Morgenthau (For information) 
From: Mr. Coe 

Subject: China 

1. The attached cable from Mr. Yu, Minister of Finance, to Dr. 
T. V. Soong urges immediate shipment of gold to Ching to meet out- 
standing commitments. It maintains that these commitments total 
$58 million of gold consisting of about $11 million of undelivered 
forward sales contracts and about $47 million of six months’ savings 
deposits payable in gold. We are repeatedly bombarded with cables 
of this type which we usually receive through Dr. Kung’s representa- 
tives, 

2. Actually the commitments which the Chinese have to meet dur- 
ing the next month consist of about $3.7 million of gold or savings 
accounts payable in May and $11 million on forward sales. The Gov- 
ernment Is committed to deliver this $11 million of gold “when the 
gold arrives in China”. 

3. There is now about $3.5 million of gold en route to China, which 
would be about enough to meet the deposits commitments but not 
leave any gold to meet forward sales obligations. 

€ 


From: Mr. O. K. Yu, Minister of Finance, Chungking 
To: Dr.T. V. Soong, San Francisco, U.S.A. 

“U.S. shipment of gold in March has not yet arrived in India. 
Chungking gold stock only sufficient to meet Bank’s requirements up 
to April 20th. Forward sales undelivered up to April 24th around 
311,000 sze-liang gold savings deposits outstanding around 1,355,000 
sze-liang. Failure of meeting government obligations on due dates 
will affect public confidence in Government and send surplus money 
to other speculative channels thereby stimulating prices. Am ex- 
tremely concerned with situation. Please approach American author- 
ities immediately with request for immediate shipments of gold to 
China to meet our urgent needs. Will appreciate your early reply.” 
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(Book 843, pp. 230-235) 
Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


To: Secretary Morgenthau 
From: Mr. Coe ‘BES a LA 
Subject: Chinese Gold 


For your information these are our tentative views on the subject 
of gold for China. In addition to the discussion with Patterson, we 
have met with Mr. Collado of State and the acting head of the China 
Digsion there. I think we can get their agreement on all the points 

elow. 

1. The Treasury should continue to oppose all except minimum 
shipments of gold, where these endanger American lives or use scarce 
transport. This policy should continue to apply to China. 

2. We cannot now agree to promise the nearly $60 million of gold 
shipments which the Chinese want in the next few months in order 
to meet gold commitments as they fall due. The Chinese did not con- 
sult us about these forward sales of gold, which were obviously im- 
prudent in the circumstances and were designed to act as a pistol at 
our heads. 

With regard to these past commitments: 

(a) Sufficient gold is en route to enable China to meet her 
commitments for May, if the Chinese are willing to use the 
amount earmarked for tin payments for covering past commit- 
ments under the program of selling six month gold deposits. 
There is, therefore, no great urgency in arriving at a decision 
on the Chinese global request. ‘ 

(b) Shipments will continue in the future on the same basis 
as in the past. Insofar as such shipments are insufficient to en- 
able China to meet past commitments, China may offer to place 
dollar credits (at about $35 per oz.) from her existing assets to 
the accounts of purchasers of gold to whom she cannot make 
delivery for the time being. We should ask China for a list of 
such buyers. Such a list, if complete, will almost certainly re- 
veal that the purchasers are a small do of insiders within the 
Government or with close fie-ups with the Government. 

(c) State has not indicated that they are afraid of the political 
consequences of this program. But should the State Depart- 
ment at any time decide that it is essential for the preservation 
of the Chinese Government that the shipment of the nearly $60 
million of gold should be speeded up, we would, of course, act 
favorably on State's recommendation. 


3. Without condoning the past ee we should tell the Chinese 
that we expect them to stop all forms of forward sales of gold 
immediately. 

4. In any case, all further gold sent to China should be out of their 
own funds, and not out of the $500 million loan. Your own responsi- 
bility for the uses to which this loan is put is the basis for this recom- 
mendation. The program of forward sales of gold, like the predeces- 
sor programs of $200 million U.S. savings certificates and bonds, 
has been used as a device for enriching a few insiders and has had 
negligible effects upon the Chinese inflation, - Pu 
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5. After consideration of the whole history of the $500 million loan, 
and the uses to which it has been put, we think that you should tell 
the Chinese that we wish them to put aside the remaining $240 million 
of the loan, and an additional sum of their own U.S. dollar exchange, 
of perhaps $260 million, as a fund to be used for stabilization and 
reconstruction purposes, in accordance with an agreed program, to 
go into effect at an 'agreed date. The program should include the 
fiscal, economic and administrative measures necessary to stabilize 
the currency, and the date should be the earliest time when we and the 
Chinese agree that they can go forward on such a program. 

If the Chinese are not willing to accept this proposal, we think it 
wise policy to allow no further depletion of the loan. (In addition 
to this $240 million the Chinese now have some $700 million of U.S. 
dollar exchange.) 

We have prepared charts and analyses to show the acquisition by 
China of additional foreign exchange and the sale of gold or any 
other form of foreign exchange by China have had no discernible 
effect.in halting the inflation. ? 

I am attaching a book which we have prepared for you giving al 
relevant data and statistics on this gold export question. 


China’s Dollar Position, February 28, 1945 


{million dollars] 


Assets: 
Official assets nt New York Federal Reserve Bank_---..-... $480. 0 
Official assets outside New York Federal Reserve Bank______ 158. 0 
Earmarked gold at New York Federal Reserve Bank__.._. 31.0 
Balance of $500 million credit ----------------------==--= 240.0 
ROCA SS ClO een ne en IN ee 909. 0 
Liabilities: 
Amount pledged to pay off savings certificates and bonds.---------- 169. 0 
wa ASA ee A A ene 740.0 
I. Outstanding gold obligations of the Chinese Government 
[Unit: Sze Liang= 100471 02.) 
Forward Sales of Gold Undelivered— Savings Accounts Payable in Gold falling due—| Total 
1944 ovembere. Il seeds TOROS Sal 04 5a Ve ccoo 22- oe. ccc.- 105, 158 216, 792 
Mtcemben cd ele 27, 031 Mir RN 64, 132 91, 163 
WI UM o ae a ee 61,730 TUI L eee. 233, 731 295, 461 
A e es, 04,535 IOUS. Shee eee 259, 237 353, 772 
SATs a ein 20, 730 September. ... 488, 200 500, 020 
a Bg Se ee aaa October ` 263, 873 263, 873 
O D E o a November 44, 407 44, 407 


316, 011 1, 459,018 |! 1,774,029 


—— 


1 Equivalent to 1,781,244 oz. 


II. Estimate of monthly sales in the imediate future 


asis of monthly sales for the last three months, totalling 1,131,000 
punih: z estimated that the sales in the immediate future will on the average 


eS, it i P 
e at least one million ounces for each three-month period. 


RELATION OF GOLD SALES TO INFLATION IN CHINA 


"Sto -liang cuncot I= LOO4TI tray ounces. 


AYvId AVHLNADUON 


SISI 


INFLATION IN CHINA AND CHINA'S HOLDINGS OF DOLLARS AND GOLD IN U.S. 
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Foreien Economic ADMINISTRATION 


OFFICE OF THE ADMINISTRATOR 
Wasuincton 25, D.C., May 3, 19.45. 


MEMORANDUM 


To: The ee Henry B. Morgenthau, The Secretary of 
reasury 
Honorable William L. Clayton, Assistant Secretary of State. 
General Brehon Somervell, Commanding General, Army Service 
Forces 
From: Leo T. Crowley, Administrator 
Subject: Textiles and Trucks for China 

J have reviewed with Mr. Scheuer and Mr. Willauer the request 
from China for 176,000,000 yards of cotton textiles and 4,000 trucks. 
We are in sympathy with the plight of China and Mr. Willauer has 
been working on the question of textiles and trucks for them. How- 
ever, one thing that must be kept in mind is that in allocating these 
critical materials and food supplies, as Administrator of the Foreign 
Economic Administration, which has charge of liberated areas plus 
lend-lease for our fighting allies, I must try to distribute these supplies 
with as much justice as possible. 

Mr. Willauer advises me in the attached memorandum what. it 
would mean if we are to meet this request. When it comes to meet- 
ing the requirements out of allocations for lend-lease in liberated areas 
or by reducing our civilian consumption as distinguished from a cut 
in our military requirements, I am informed that General Somervell 
is very sympathetic with the Chinese demands but is unwilling to cut 
back military requirements to meet it, and that all he is prepared to do 
is to give his moral support to civilian cut backs. The Inter-Agency 
Committee of which I am Chairman, in studying the overall picture, 
plans to look into the military’s stated requirements, and perhaps the 

est solution will be to split the Chinese need fifty-fifty between mili- 
tary and civilian supply. I do not see how it 1s possible for us to 
give a definite commitment to Dr. T. V. Soong or a recommendation 
to the President as early as Tuesday morning. 

In the Inter-Agency Committee we are studying the entire textile 
field, both at home and in France and other liberated countries. We 
hope to come up with a world balance sheet next week which will 
show us where we stand and what our various alternatives are. The 
terrible shortage that we face throughout the world on food and raw 
materials makes it imperative that we try to allocate our contribution 
on an equitable basis. With many of these representatives herein this 
country for the San Francisco conference, undoubtedly after adjourn- 
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ment they will visit Washington and each will make his appeal for his 
own country. It is necessary that we try to do these things in an or- 
ganized way for the benefit of our own government. Inthe past many 
of these foreign missions have caused considerable confusion because 
of the lack of centralized control prohibiting them from going around 
and opening doors of other departments not directly concerned with 
supply responsibility. 

I am setting this thought before you because I know that with all 
the problems that face us, unless we do handle them in the regular way, 
we may get ourselves involved in commitments we cannot possibly 
meet. 

May 3, 1945. 
MEMORANDUM 


To: Mr. Leo T. Crowley, Administrator. 
From: Whiting Willauer, Director, Far East & Special Territories 
Branch. 
Subject : Impact of Chinese Textiles and Truck Requirements on other 
U.S. Programs. 
TEXTILES 


Chinese requirement for textiles for calendar 1945 is 176,000,000 
yards.? 

The Textiles represent one part of the three point anti-inflation pro- 
gram and the U.S. Army Theatre Commander has termed the anti- 
inflation program as a vital military need. The need to combat in- 
flation is immediate and, accordingly, the textiles must be delivered 
not later than the beginning of the coming summer and there must 
be no interruption in deliveries. 

Vigorous attempts are being made to obtain textiles from Brazilian 
and Mexican production, but all who have examined the problem 
agree that very few if any textiles will be obtained from that source 
in time for delivery in China during calendar 1945. Therefore, while 

* it is essential to obtain these off-shore textiles so that the anti-inflation 
program will continue in 1946, they cannot be counted on to solve our 
present problem. 

Accordingly, it is concluded that the entire 176,000,000 yards must 
come out of U.S. Production during the second and third quarters 
of calendar 1945.2 


1 The eequizament was stated by the Chinese as 22,000 tons. In original estimates 
10.000 yards per ton were used as n conversion figure, thus giving rise to a requirement of 
220,000,000 yards and this figure is on record with various ngencies. Later investication 
of Chinese specification showed that the proper conversion was closer to 8,000 yurds per 
ton, thus giving the new figure of 176,000,000 yards. 


2 Shipping time to India and delivery from India to China takes nt least three months 
from delivery time of goods in the U.S. Accordingly, second quarter U.S. production must 
be counted on for third quarter Chinese anti-inflationary work; third quarter U.S. produc- 
tion for fourth quarter Chinese; and fourth quarter U.S. production will only be useful in 
1946. 
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In order to properly evaluate the impact of Chinese requirements 
on U.S. production, I have compared the requirement with estimated 
production figures in the second and third quarters. 

To date, total allocations to China are 6,200,000 yards under lend- 
lease requisitions to come out of first and second quarter’s production. 

There is attached Table “A” showing a transportation budget across 
the Hump by air with the textiles, quarterly deficits of stocks of tex- 
tiles in sight, and production requirements to balance off the deficits. 
The outstanding fact shown by this table is that there is needed from 
U.S. Production to match up with the required deliveries in China 
from second quarter 89,800,000 yards and from third quarter 72,000,- 
000 yards. This gives a total production requirement from now 
through September 30, 1945 of 161,800,000 yards. 

There is also attached Table “B”, showing the impact of 161,800,000 
yard requirement on other programs requiring production in the second 
and third quarter. Outstanding figures to be noted are that the re- 
quirement would represent 40% of available civilian production for 
export, 1214% of available production for the U.S. military require- 
ments and 9% of the available production for U.S. civilian require- 
ments for clothing, footwear and household which is the category into 
which the Chinese requirement would cut. The figures used in pre- 
paring this study are from the April 4 report on the cotton textile out- 
look prepared by the Textile Committee of the C.P.R.B. and can be 
found on Pages 7 and 9 of that report. 


TRUCKS 


‘Chinese requirement is for 4,000 additional trucks to be delivered 
in China during the calendar year 1945. 

Delivery in 1945 is only possible out of trucks manufactured in the 
first three quarters of the year, because it takes at least three months 
for the process of shipment, assembly in India and transportation over 
the Stilwell Highway into China. 

It is generally agreed that the only suitable types of trucks for 
China are from the category known as pr ae and this type 
of truck is currently being furpished to China under their regular 
program. 

The Chinese are currently receiving deliveries of their regular pro- 
gram of 15,000 trucks. Whereas the entire 15,000 trucks are scheduled 
to be manufactured in 1945, it is estimated that only 10,000 of these 
can possibly enter China during the calendar year 1945. These 10,- 
000 trucks alone will not carry anywhere near the anticipated needs 
for cargo movement within China and it is for this reason that the 
4,000 extra trucks are required. It should also be noted at this point 
that a serious tire shortage for the 10,000 trucks will be faced unless 
allocations are markedly increased. It is felt that this problem of tiré 
requirements should be treated as being of equal importance with the 
additional requirement of 4,000 trucks. 
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2. U.S. Truck production program for 1945 (light-heavy trucks). 

Table “A” shows U.S. production of light heavy trucks by quarters 
and the present allocations of claimant'agencies. The main points 
to note about these schedules are the following: 

(a) The yearly production is approximately 345,000. Of this 
amount, approximately 295,000 or 85% is scheduled as military 
production. A substantial portion of this is for military lend- 
lease, principally to Russia and the U.K. 

(b) Approximately 50,000 vehicles for civilian domestice and 
civilian lend lease. Of this, about 12,000 are already scheduled 
for China (this being the number of the 15,000 truck program 
which will actually be manufactured in 1945—the other 3,000 
having been manufactured 1944). 31,000 of the 50,000 are re- 
served for the Office of Defense Transportation for U.S. civilian 
use and only about 6,000 vehicles for the whole year are reserved 
for liberated areas and for other lend-lease countries. 

Approximately the same picture is presented in the first three 
quarters of 1945 which is the period vitally important to the pres- 
ent problem. 

3. The possibility of diversion from civilian allocation. 

Any attempt to divert from civilian allocation will present a ter- 
rific procedural problem. It is the practice as to civilian allocation 
of trucks to make firm commitments to manufacturers and users about 
90 days prior to production. All of the first and second quarter and 
half of the third quarter trucks have been thus committed. This 
means that financial arrangements have been made, shipping sched- 
ules set up, etc. In other words, civilian allocations are a very dif- 
ficult matter to deal with because they are not handled as a pool. 
Assuming these procedural problems can be successfully overcome, 
there are the following further difficulties: 

(a) It must be assumed that all first quarter civilian trucks 
are either shipped or in some manner gone beyond recall. 

(5) The same situation probably exists (or will exist before 
action is taken) as to about a half of the second quarter produc- 
tion. 

(c) On these assumptions, there is thus a maximum availability 
of light heavy trucks as follows: ~ 

(1) There are approximately 18,000 trucks scheduled for 
civilian use and export, representing a total of one half of 
the second quarter and all of the third quarter Of this 
18,000, almost 5,000 are already going to China, leaving an 
available balance to work with of only 13,000 trucks. If 
the Chinese requirement of 4,000 were filled from this source, 
it-~would be a 33% cut in other civilian commitments which, 
obviously, would be very serious. ] 

4. Possibility of diversion from Military Allocation 

It is believed that military truck requirements out of second and 
third quarter production are about to be cut back and it is understood 
that the Army feel that a cut back amounting to 4,000 112-ton 4 x 4 
Chevrolets, starting in August, can be made, and. Mat ee no 
preparation may allow a cut back in 4-ton trucks which a e 
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sirable. Official Figures submitted to the Crowley Committee to date 
on an overall vehicle basis show only about a 7% cut back in the third 
quarter and none in the second quarter. The situation is, moreover, 
complicated because the Army is currently clamoring for tremendous 
Increase In spare and component parts to service its existing fleet and 
it has been estimated that this requirement might give a net result 
of no cut back at all. 

Analysis of the production figures for half of the second quarter 
and for the third quarter shows the following: 

Approximately 111,000 total of light heavy trucks. The Chinese 
requirement of 4,000 could be made by less than 8% cut back if the 
cut back was real and not vitiated by spare part increase. This 4% 
is obviously much less damaging than the 33% cut required if the 
trucks are to come from civilian sources. 


Table “A” 


Air transport space across hump U.S. production re- 

available for textiles as estimated by In Sight Deficits in delivery quirement to mect 

S Army in China deficits in 1945 China 
deliveries 
[j 
Tona Yards 
Second quarter... 5,000 40.000.000 | 0.......---..-...2. 40,000,000 yds....| 89,800,000 yards. 
Third quarter... ... 7,000 56,000,000 | 6,200,000 yards_._.] 49,800,000 yds....[ 72,000,000 yards. 
Fourth quarter....- 9, 000 72.000, 000: A 2 cee ae AO A E eae secs 
121,000 | 1 168,000, 000 j.-..--.------------- 161,800,000 yds.. ..} 161,800,000 yards 2 


1 The extra thousand tons and 8,000,000 yards required for the total 22,000 tons and 176.000,000 yards re- 
quirement ought to be relatively simplo to obtain from transportation point of view for the textiles if they are 
available. This yardage only represents a carrying capacity of one C6 air transport plane for 9 months, 

2 In order to actually make any deliveries during second quarter in China, first quarter U.S, production 
would be needed. This is however impossible as practically all of these textiles have been distributed. 
However, 1t will be possible to arrange for n carryover of second quarter alr transport space Into China to 
the credit of third quarter space and, accordingly, second quarter U.S. production is needed to Mill up the 
allocated second and third quarter space. 

Table “B” 


Chinese requirement for 6 | Yardage available for various pro- | Percentage of production programs 
months out of second and grams on 6 months production represented by Chinese requiree 
third quarter U.S. production basis ment 


161,800,000 yards Army 1,300,000000 yards._...-.--- 121%. 


Light heavy trucks 


A A ce a e a mcr era = 65, 525 63,978 | 134, 609 70, 722 67, 962 273, 203 
NAV 5, 571 5,778 11, 49 5, 845 4, 537 21, 731 
Total military. .........------.----- 71,096 | 69,756 | 145,958} 76,567 | 72,499 | 205,024 
A eh ne ee 7,093 | 6,256/ 13,310 | 8,005] 10,110] 31,464 
FEA—RogullT. ......--.---------------++ 500 500 1, 000 500 500 2, 000 
Reserve for liberated arcas.......-- 1, 000 800 1, 800 900 300 3° 000 
a aea e a > 172 209 381 209 210 "$00 
Cuinn osscosocococssoronono 2, 200 3, 200 6, 206 3, 200 3, 200 12, 606 
Cann nee serene eR 8 15 A i 
Maritime Commission......-.------------ 28 21 55 82 83 229 
Total commerclal._..--...---------- 11,000 [11,000 22, 806 12, 904 14. 410 50, 120 
Ar e eee aa 82,096 | 80,756 | 168,761 | 89,471 | go 09 | 31131 


— tt O 
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(Book 845, pp. 211-248) 
May 8, 1945. 
2:20 p.m. 
f GoLD TO CHINA 
1067 Revised 


Present: 
Mr. D. W. Bell 
Mr. Adler 
Mr. Friedman 
Mr. Collado 
Mr. Clayton 
Mr. Coe 
Gen. Somervell 
Gen. Carter 
Mr. Crowley 
Mr. Scheuer 
Mr. Willauer 
Dr. T. V. Soong 
Mr. T. Y. Pei 
Mr. W. Y. Ling 


(Mr. Coe reads through paragraph 5 of “Memorandum for Dr. 
T. V. Soong,” copy attached.) 

H. M. Jr: Would you say in spite of the danger? 

Mr. Coe: In spite of general policy. In other words, we are saying 
we are going to continue as we have done and make certain limited 
quantities of gold available. 

H.M. Jr: But not by endangering lives. 

Mr. Coe: No, even though that is contrary to general Treasury 
policy of trying to restrict gold shipments where they endanger lives. 

“However, in consideration of points 2 and 3 above, it is believed 
that further shipments should be financed out of foreign exchange 
assets other than those proposed to be ear-marked for currency 
stabilization.” That sounds rather complicated, but the effect of it 


is that they are told to use their own money for these limited gold 
sales rather than the loan. 


(Mr. Coe completes reading memo.) 

Mr. Willauer: You said that was unfortunate that that 
impression—— 

Mr. Coe: has grown up in the United States. 

Mr. Willauer: That was not a fact, the impression there. 

H. M. Jr: This happens to be my own language, “It is most un- 
fortunate.” Tf he questions me, I can pull out of my pocket a list 
of people who own it, but I didn’t think I wanted to do that, you see. 
These boys who have been in China are always worried about saving 
faces, but if we should get alittle high hat, why 

Mr. Crowley: George has a list. f ; 

H. M. Jr: We always have a list. It was the diplomatic way. We 
thought that would please Collado. We have the list of names, and 
unfortunately, the Soong family have a pretty high priority on the 

jist- What do you gentlemen think of handing him a thing like this? 
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The reason we did it in writing is there is always so much argument 
of what we said or didn’t say, and what this really gets down to— 
this would reconstitute the five-hundred-million-dollar loan which 
they got from this country—it was put there for purely stabilization 
purposes, I mean, so as to make our position on the Hill very much 
stronger, and then this other four hundred odd million dollars they 
have left over and above the five hundred million would be money 
they could use for other purposes such as shipment of gold, and we 
tell them we don't like the forward sales and we also tell them that 
all this monkey business that. goes on—the impression in this country 
that it has been going on—we don't like. It is a pretty stiff memo. 
Do you think they would take any offense? 

Mr. Collado: We are entirely in accord with the general «policy. 
I have discussed this with Mr. Clayton, and we have had several talks 
with your people, and 1 had one or two very small questions in re- 
gard to drafting. I think in answer to your general question—I think 
they would not take offense. That very last sentence of yours would 
be the thing they would take offense at if anything, and even that, I 
think, is skillfully drafted. 

H. M. Jr: I say, “It is most unfortunate that the impression has 
arisen.” 

Mr. Collado: That is right. There were two other words that 
struck me. They are not very important, and yet—see if I can find 
it; it was in number 3. Oh, yes, it is the very bottom line of the first 
page, Mr. Secretary. You say, “* * * the initiation of a Currency 
Stabilization Fund would strenethen the financial position of the Chi- 
nese Government.” 

H. M. Jr: I see. 

Mr. Collado: That worries me a little bit. It is undoubtedly a true 
statement, but it is the implication that the Government needs to be 
strengthened a little that troubles me. 

H. M. Jr: It would strengthen their financial position. 

Mr. Collado : We could say something of that sort. i 

H. M. Jr: Get that changed. I think that is better, “* * * would 
strengthen the financial position of the Chinese Government.” 

Mr. Collado: The only other gne was over here in number 6, and 
this again is a question of language. I am not sure that I feel very 
strongly about it, anyway. It is this, “China should investigate and 
discriminate against speculators.” I was wondering if a better verb 
couldn't be found than “discriminate.” 

Mr. Coe: We might say, “* * * single out speculators So as to in- 
sure only bona fide purchasers will receive such gold.” 

Mr. Collado: I think it would sound a little better. I don’t feel 
very strongly about it, but we don't ordinarily recommend that any- 
body discriminate against anybody else for anything. 

H. M. Jr: Do you want to say, “China should investigate and prose- 
cute?” 

Mr. Collado: I think Frank’s “* * * single out” may be better. 

Mr. Coe: Segregated. E 

H. M. Jr: What you want to do is prosecute, don't you? 

Mr. Scheuer: Execute. That is what they want. ` 
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Mr. Coe: They might execute, Mr. Secretary, and say we told them 


to. 

H. M. Jr: Let's fix it up. 

Mr. Collado: If it is only a question of a word 

H. M. Jr: “Eliminate” isa good word. 

Mr. Friedman: All right. 

H. M. Jr: Again that could be interpreted 

Gen. Somervell: It could be interpreted as meaning execute. If it 
is all right with you, you could say you didn’t mean that. 

H. M. Jr: So sorry. (Laughter.) 

Mr. Coe: We might say, “* * * should investigate and cancel sales 
made to speculators.” 

Mr. Adler: Why not just say “investigate ?” 

Mr. Willauer: “Investigate” is all right. 

Gen. Somervell: Far be it from me, an American soldier. to say 
anything about English, but what are the words “so as” in there sup- 
posed to contribute to the thing? 

H. M. Jr: Listen, Sol, take this out and fix it up and come back. 
Tam sure they will be satisfied. 

Mr. Crowley: Mr. Secretary, let me suggest this: I think we all 
agree with what you want to do in principle and what you want to 
get at. Now, how your men fix up that particular sentence seems to 
me to be something you can work out with them. I dont think that 
in these various documents we can hope that we can go over every 
sentence and every word. That is what you have your men for. As 
long as we all agree with you on the principle—— 

H. M. Jr: That is right. Do you agree that what we are approving 
as far as the Treasury is concerned, is in the right direction? i 

Mr. Crowley: Yes, sir. We think that will be a good thing for us 
and we can work with the Treasury on the supply end of the thìng, 
and everything else. Weare for this. 

H.M. Jr: Yon are forthis. How about the Army? 

Gen. Somervell: Yes. 

H.M. Jr: All right, we have that. 

Now, I am sorry Mr. Clayton isn’t here, but maybe Mr. Collado 
wants to discuss China’s textile requirements. I gather from what 
Mr. Clayton said over the phone he wasn’t satisfied to say no. 

Mr. Crowley: We have got a little report that I would like to have 
Mr. Willauer and Mr. Scheuer present. for discussion. 

Mr. Willauer: This is the way it stands today on this textile thing: 
The significant figures are the ones underlined in the second column. 
The situation really is that short of six million two hundred thousand 
yards, which FEA is putting up out of some allocations that it had 
and twenty-five million six hundred yards which the Chinese already 
have had im stockpiles for a couple years in India, that there is noth- 
ing firm for a forwardization of the Chinese requirement. The Chi- 

nese requirement. itself boils down to one hundred and sixty-eight 
million yards, which is the first underlying figure in the second 
column. ; ; 

Mr. Scheuer: What is that based on / 
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Mr. Willauer: That is based upon a requirement which they pre- 
sented for twenty-two thousand tons of textiles for the calendar year 
1945. That requirement, in turn, was screened very carefully by the 
United States Army authorities in China and by the FEA authorities 
there, and they determined that the twenty-two thousand tons was 
a direct military necessity. Part of it was to be used for clothing 
Chinese troops, the other part for clothing Chinese civilians, and all 
of it as an anti-inflationary measure. It has the highest sanction from 
our people in the field, both military and civilian, I believe. General 
Somervell, is that correct in your understanding? 

Gen. Somervell: Yes. 

Mr. Willauer: That figure of twenty-two thousand tons is the figure 
of one hundred and seventy-six million yards which appears as the 
second figure in the column of this memo. 

Now, we can’t. meet the one hundred and seventy-six million yards 
with transportation across the hump. We are one thousand tons short 
on what we sent, so we boil that down to the next figure, which is one 
hundred and sixty-eight million, as underlined. And dropping down 
to meet that, we have got the six million two hundred thousand which 
FEA has now and the twenty-five million six hundred thousand that 
they are moving in, leaving a balance, which is the problem we have 
before us today, of one hundred thirty-six million two hundred thou- 
sand yards. 

H. M. Jr: In other words, we are really only supplying six mil- 
lion two. 

Mr. Willauer: That is right. ad 

Now, the other figures that appear along here are various possibil- 
ities, half chances, and hopes, and all of them present terrifically 
tough problems. I have just listed them, so you will get an idea of the 
types of problem we are up against. j 

Mr. Crowley: What is the possibility of that Brazilian thing? 

Mr. Willauer: We put it there as a guess, an estimate of about eight 
million yards. The iden is to go down there and see what you can pick 
up in the stores and wholesale places. Nobody really knows; it is very 
much a guess estimate. 

The next possibility of ten milion is just a thought that maybe the 
Army, having an interest in this thing, might be willing to match FEA, 
say, on a fifty-fifty basis, but we don’t know. We have had no indi- 
cation from the Army that they would be willing, so we are just sug- 
gesting that. The idea of this ten million yards is that the Chinese 
are now moving in their twenty-five million yards. They are current- 
ly going across the hump, and it would be fatal if, after getting an 
anti-inflation program, they would have to stop during the summer. 
We have to have a little to keep going until we have an over-all solu- 
tion to the problem. 

Mr. Bell: How long would it take to move the twenty-five million 

ards? 
0 Mr. Willauer: 1t would take them about one month. 

Gen. Somervell: 1 thought they were going to move this out in tons 
a month. 
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Mr. Willauer: No, according to General Olmsted’s figures, the 
allocation of tonnage which General Weclemeyer is prepared to make 
across the hump for the second quarter is five thousand tons consisting 
of three thousand out of Chinese owned transports, with Chinese Na- 
tional Aviation Company, fifteen hundred out of ATC, and five hun- 
dred out of the Lido Road. 

Now, since part of that quarter has gone, the five thousand tons— 
three thousand to five thousand—will fall into a one-month period of 
necessity. That is why I say that ought to move in in one month. 

Mr. Crowley: What about this seventeen million five? 

Mr. Willauer: The seventeen million five represents once again a 
-hope. FEA is prepared to bid before WPB for a thirty-five million 
yard allocation for China out of the third and fourth quarter United 
States production. Half of thirty-five million is seventeen million 
five hundred thousand. 

Now, you must -realize that since this is a program for delivery in 
China in 1945 for the quarter, the United States allocations can’t get 
there in time. There is a three-month lag. Out of thirty-five million 
yards we are going to try to get out of WPB for the second quarter 
seventeen million five hundred thousand against this particular pro- 

ram. 
> H. M. Jr: May I interrupt you? General Somervell, inasmuch as 
today is officially V-E Day, how much difference is that going to make 
in the Army's requirements for this kind of material? 

Gen. Somervell: We have already made our adjustments prior to 
V-E Day. We will actually need more cotton goods for the one- 
front war than the two-front war. 

H. M. Jr: On account of the climate? 

Gen. Somervell: Yes. We aren’t getting the allocation now that 
we have been made by WPB. 

Mr. Crowley: As I understand, Mr. Secretary, we expect the report 
some time the latter part of this week, the overall -committee report. 
Is that right, Mr. Scheuer? 

Mr. Scheuer: Yes, we hope. 

Mr. Crowley: And that goes—did I understand you correctly that 
you are worried about some loss in production ? 

Mr. Scheuer: There is a loss, the W PB claims, of a billion six from 
the peak production due to the loss of labor and due to high Army 
standards and the necessity for converting a higher percentage of 
machinery than would ordinarily be used for the same units of yard- 
age. It would produce the same units of yardage if the standards were 
less high. It seems that in 1942, of course, the Army was an enormous 
purchaser of textiles, and at that time we were producing this larger 
quantity. Part of the loss is due to the standards, that is, the conver- 
sion of machinery, and although the Army today has only twenty- 
five percent of the total production, as a matter of fact, it is using 
a much higher percentage of the machinery of the industry for that 

twenty-five percent production. | A "> 3 

It has been suggested that during this transition period and pos- 
sibly V-E Day, I should say that we had a weather eye to the con- 
version of textiles to consume our needs, when, if, and as the Army 
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can relieve any, and we would, therefore, have that much more yard- 
age and not have to give that much high quality goods away at rela- 
tively low prices. Of course, the Army prices are very properly gen- 
erous from the standpoint of the values. I mean, the values demand 
that the prices be generous; the quality demands that the prices be 
generous. Instead of giving fifty or sixty-cent pieces of goods for 
relief, we give them twenty or twenty-five-cent pieces of goods, which 
is adequate for China and the liberated areas. They are hungry for 
it. There is a little question that if the standards of the Army were 
slightly revised for this transition period that a very important in- 
cee in yardage produced could be attained in the next six to twelve 
months. 

Gen. Somervell: We can’t have tents that leak, and there is no use 
making cloth that won’t stand up. Our yardage requirements would 
be increased if we decreased the quality of our goods. 

Mr. Scheuer: The tent program is complete; we are cutting back 
on the duck program. 

Gen. Somervell: No, we are not cutting back on the duck program; 
we are cutting back on the tent program, but we are way behind on 
duck and heavy qualities, and the duck business is only about ten 
percent of the industry, anyway. But the thing that worries us is 
the comb-goods field where we are having our biggest difficulty, shirts, 
trousers, and jackets, and things of that kind. The Army is not 
going to change its standards. 

Mr. Crowley: On this thirty-five million here—on our seventeen 
million five hundred thousand; how much of a reduction would that 
mean in civilian consumption if we were to take that out of our own 
consumption ? 

Mr. Willauer: May I answer your question a little bit differently, 
sir? The hundred and thirty-six million, which is the whole business, 
would represent about seven and one-half percent of the United States 
civilian production in the same class. 

Mr. Crowley: That iis after you eliminated the Army? joa 

Mr. Willauer: It would be ten percent of the Army if we did it 
all on the Army, and thirty-three and one-third percent if you did 
it all on U.S. civilian exports. Sg there are your three figures, thirby- 
three and one-third percent, ten percent, and seven and one-half per- 
cent. The way you get. those percentages is you make the assumption 
that these Chinese requirements must come out of a six months period 
in order to get there this year, and you match off a similar six months 

eriod. 
R Gen. Somervell: 1 don't know whether this is the proper place to 
discuss it, but isn't the figure for exports something like two hun- 
dred and thirty-six million yards? 

Mr. Willauer: For a quarter. The last official figures we had from 
the WPB was eight hundred and four million yards for the year. 
That would be about it. f 
_ Gen. Somervell: Yes, and then in that you had listed something 
like fifty-six or maybe forty-six million yards to go to miscellaneous 
countries. I don’t see why these miscellaneous countries can't stand 
all of it. In other words, we have got an ally in China which is 
really contributing something to the war. 
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Mr. Crowley: The trouble with that is, gentlemen, this particular 
group is only talking about China, and tomorrow we have to sit down 
with another group that wants to talk about something else. 

General Somervell: Well, I realize your embarrassment to that ex- 
tent, but on the other hand, on a cold-blooded proposition you are giv- 
ing away a billion yards of forty-cent material and listing it to miscel- 
laneous countries. It strikes me that that can’t be very important. 

Mr. Willauer: I don’t have those figures, Mr. Crowley. 

Gen. Somervell: Well, that is what it is, and it seems to me that 
those are the fields that ought to be thoroughly explored. 

Mr. Scheuer: I think everybody will agree that the amount export- 
able to the world in textiles is inconsequential, eight hundred million 
yards, and cutting down on that total further is quite impossible. 
Now, I don’t know about this *46 item, but I dare say that has been 
rescreened and rescreened and rescreened, and I will be delighted to 
give you the details on it. 

Gen. Somervell: I would like to see it, because you give away these 
dabs to Uruguay and whatever you happen to pick out. It seems to 
me we would be a lot better off if we collect those and give them out to 

hina. 

Mr. Crowley: Let me say this, Sidney, so we get the record straight. 
We work with General Somervell, but on this allocation thing the 
Army can’t allocate to our civilians. 

Gen. Somervell: I don’t know why. You allocate Army stuff. 

Mr. Crowley: Not very well. We never get. anywhere. 

Gen. Somervell]: It looks like I am not getting anywhere with it. 
It certainly should be discussed, I should think. 

Mr. Scheuer: I admit that the South American countries—we have 
got certain minimum commitments there, and Canada—we have got a 
rather generous commitment there. It seems to me if there was a 
point of attack, the vulnerable spot would be Canada. 

Gen. Somervell: I would just like to throw that one in the hopper. 

Mr. Crowley: All right. 

Mr. Scheuer: Put it in the hopper. 

Mr. Willauer: Well, now, under our miscellaneous countries—well, 
General Somervell, here is a list of 

Gen. Somervell: You have the whoie miscellany there. 

. Mr. Willauer: how the thing splits up on the whole production, 
if you want to see it. 

H. M. Jr: Who does trucks? 

Mr. Willauer: They are all set. 

Mr. Crowley: The truck man isn't here, but Mr. Willauer can talk 
about it. 

Mr. Collado: Before you leave the textile thing—I am sorry Mr. 
Clayton hasn't gotten here, because he has much more experience in 
such matters than 1 have, and he feels very strongly that the total 
amount of exportations of textiles as proposed even for China, plus 
these miscellaneous countries that the General mentioned, is an ex- 
tremely small part of the production of the United States; that ac- 
tually the export allocations for cotton textiles has been very small; 
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that the world at large is screaming for textiles, and our allocations 
for textiles, generally, are on a smaller basis than for any single prod- 
uct that we allocate. 

Now, the Chinese situation seems to be very much complicated by 
the fact that because no textiles have previously been made available 
for China in any quantity, we are jamming into what is essentially 
the third quarter of this year a seven or eight-months requirement. 
We are making it very hard for the Chinese. We are magnifying all 
these percentages, which if spread over a whole year or eight months, 
would be relatively small. What happens here is you have got no 
pipeline, and you are trying to start out and fill a pipeline and make 
deliveries at the same time. There is nothing we can do about that. 
It means we failed to get a pipeline going in the past. But over any 
length of time this is a small requirement, and he feels that we have 
gotten very strong reports from the Ambassador, from Hurley, some 
strong reports from the FEA Commission in China, and very strong 
reports from the military in China, and all of them feel that this is 
the one thing that you can do that will make some important contri- 
bution to this inflation problem. 1 gather that that is the view of 
Mr. Adler and other people who have been expert in these matters. 

Now, if we just ignore this one—while I think our gold program is 
an excellent program, it has very little to do with the current situa- 
tion, and this textile problem is the only thing that is going to do any 
real good in the immediate future. We have been impressed by the 
arguments of the military of the necessity for doing something in 
this limited area in China on the supply route in order to make pos- 
sible the procurement of Army supplies in China. The purpose of 
this textile allocation would be, you might say, to barter for food and 
other necessities, but mainly for food which the Army wants. The 
Army’s charts which have been shown to us of the percentage of their 
total procurement which would be from China, versus the amount 
they put over the hump, I think, are very impressive in this matter. 
We are really not going to get anywhere if we all say it has got to 
come from somebody else. There has got to be a general chipping in. 
It is ensy for the State Department to say that. We don’t have any 
to chip in. 

Mr. Crowley: And the Army tó say they can't chip in. 

Gen. Somervell : That leaves the solution very plain. 

Mr. Crowley: That is right; it gets right down—let me say this: 
We will have a meeting 

(The Secretary holds a telephone conversation with Secretary Stim- 
son, as follows :) 

H. M. Jr: I think you know about this. 

Gen. Somervell: Yes, sir. We don’t see why we should take the oil 
away from the Americans to give it to the Germans. 

H. M. Jr: Well, that would go for the whole directive. . 

an Somervell: Not entirely. There is not a shortage on other 
things. 

H. M. Jr: But there is a shortage of everything. You might say 
the same about coal and synthetic rubber. i 


1528 MORGENTHAU DIARY 


Gen. Somervell: We certainly don’t intend to stop mining coal in 
Germany. 

H. M. Jr: How about all the synthetic plants which remain ? 

Gen. Somervell: I am not so much interested in the rubber business, 
but I would hate to have our Army over there without gasoline. 

H. M. Jr: Here Mr. Clayton, on my behalf, says 

Gen. Somervell: There you have got me. I don’t know anything 
about that. 

H. M. Jr: This is the word I got yesterday. He said that if I would 
go along with this exception, then the Army would see that the thing 
was immediately cleared. I don’t like that. 

Gen. Somervell: I don't see what you don't like. It is a straight- 
forward proposition, it seems to me. 

H. M. Jr: No. Well, the word I used—it is a holdup. 

Gen. Somervell: Well, as I say, I don't know anything about this, 
the thing that passed between you and Hilldving. I know the posi- 
tion of the Army definitely is that we think it would be wrong to sac- 
peice that much oil production when the whole world is struggling 

or oil. 


H. M. Jr: The Army was given the assurance by Mr. Clayton, who 
is chairman of this committee, that if this directive was put in force— 
and the Army under that directive has a right to ask this committee 
to recommend postponement of the destruction of any plant—that a 
favorable hearing would be given promptly. 

Gen. Somervell: A*favorable hearing ? 

H.M. Jr: Yes. 

Gen. Somervell: I don’t know anything about these negotiations 
between Hilldring and you. 

H. M. Jr: Favorable—wasn’t that the word? 

Gen. Somervell: Y don't know anything about those negotiations. 
I do know our position is very definite. We believe that that produc- 
tion should be continued. 

(Mr. Clayton enters the conference.) 

H. M. Jr: You have given my assurance on behalf of the part of 
yourself and myself that if this directive was passed, that it would 
be given a favorable hearing—wasr/t it a favorable hearing? 

Mr. Clayton: Careful consideration would be given to the other 
matter. 

H. M. Jr: Immediately. 

Gen. Somervell: I think if you would call Mr. Stimson up and tell 
him your committee would give it favorable consideration, it might 
affect his attitude. Nobody over there has any such idea. 

H.M. Jr: Yousaid the word—what was it? 

Mr. Coe: I think it was reasonable. 

H. M. Jr: Reasonable. 

Gen. Somervell: In that case 1 side with Hilldring if that is what 
you told him. We have got to know definitely whether we have 
got the right to use that oil. 

Mr. Clayton: I thought, Mr. Secretary, there was every reason- 
able expectation that the matter would be favorably acted on Dom 
Iyen T certainly couldn’t bind the committee to that, but I thought that 
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we could depend upon it that there would be prompt action. There 
was every reasonable expectation that that would be favorably acted 
upon. That was the language I used. 

Gen. Somervell: What is the argument ? 

H. M. Jr: The argument is this, that the great U.S. Army says, “If 
. you agree on this one item out of about five hundred items, why, we 

can find a way of getting this thing out, but if you don't agree to it, 
we won't come out.” 

Gen. Somervell: I should think that that one little—you wouldn't 
worry too much about that one out of five hundred. 

H. M. Jr: I don’t like to do business that way. 

Gen. Somervell: As far as I can see, it is a pretty straightforward 
business; you believe one thing, and we believe another. 

. M. Jr: It isn't a question of confidence. T put it on the question 
now of having confidence in me as to my réasonableness. 

Gen. Somervell: Well, I don’t think there is any question about 
your reasonableness, but there may be some question as to what you 
think is reasonable and what we think is reasonable. 

H. M. Jr: There is no request from General Eisenhower for this? 

Gen. Somervell: There is a very definite feeling on the part of the 
people that have to supply the oil that we have got to have it. 

Mr. Clayton: I didn’t feel, General, that I was authorized to make 
any definite commitment in the matter because I am only just one 
member of the committee, but, really, what you want to do, I think, 
in substance is what we have already decided may be done, and it 
is just a little difference in language, and I really think that all we 
have to do is call the committee together and they will agree upon it, 
and there will be no delay, but 

Gen. Somervell: I am just at sea, Will, as to what all the ar- 
gument is about. Hilldring called me up late this morning, and I 
told him I didn't know what you were arguing about. In other 
words, if I could find out—if your committee is willing to continue 
this 01] production, I am sure we would have no special views with 
respect to the protocol which was used to accomplish that end. I am 
sure of that, Mr. Secretary. The only thing that I think we are 
looking for is an agreement thgt the oil will be continued. That is 
all. If you are willing, why, it seems to me the protocol business 
could very easily be arranged. 

Mr. Clayton: I think, Mr, Secretary, that we did decide that pend- 
ing a determination and study here on the basis of the representations 
that would be made by the commander there that the oil could con- 
tinue, and that is what we decided. 

H. M. Jr: That is right. ' 

Mr. Clayton: The telegram is couched in just a little different 
language, and I felt I wasn’t authorized to speak for the committee. 
I am chairman of the committee, but I told General Hilldring that I 
thought I understood it for myself, and I would vote for it and rec- 
ommend that the committee give it favorable consideration. I didn’t 
think there would be any trouble about it at all. .I thought we would 
go ahead with this directive and the other thing—it would be put on 
the track very directly. 
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Gen. Somervell: 1 will be glad to: go into it when I go back. 

H. M. Jr: It looked like a holdup to me. 

Gen. Somervell: Well, I don’t think it is anything like that at all. 
It is just a question of straightforward differences of opinion. 

H. M. Jr: There isn’t any difference of opinion, just a difference 
that here is a very important document, and you said, “If you agree 
to this one item, we can find a way of getting the document out.” 
That you agree to, that first. 

Gen. Somervell: The document has to be complete. You have 
got to agree to all of it or take the items you don’t agree on. 

H. M. Jr: You can’t single out oil when there are so many other 
important things; lots of other important things. 

Gen. Somervell: There are a number of others that we raised, but 
that is the most important. 

so Jr: Mr. McCloy said the amount of oil left there is just a 
trickle. 

Gen. Somervell: I don’t know how much it would turn out to 
be, but I think we would be very remiss if we failed to utilize any 
resources in oil that exist. I don’t see how you can explain it to this 
country or any other country at all. 

Mr. Crowley: Are you through with him ‘as far as you can go? 

H. M. Jr: Yes, I am through, but as I said to Mr. Stimson, it left 
a very bad taste in my mouth as far as dealing with the Army was 
concerned. 

Gen. Somervell: All of us regret that. I don’t know how they feel 
over there, sir, but there is certainly no reason why there should be 
any hard feelings about it. 

H. M. Jr: Well, I haven’t had anything like this come up before. 
Mr. Clayton, talking for me, said that if this would go through—this 
big document—we would immediately give this thing reasonable 
consideration. 

Gen. Somervell: That wouldn’t mean a thing to me. I wouldn’t 
sign it on the basis of reasonable consideration. ; 

H. M. Jr: They don’t need me; they can get along very easily with- 
out me, but I am not going to be held up. h 

Gen. Somervell: Well, you are talkıng about something now that is 
way above me. i 

H. M. Jr: I don’t think it is. I don’t think t 

Gen, Somervell: If I am supposed to be the nigger in the woodpile, 
why, I will just have to plead not guilty, because I don’t know a thing 
about what happened. I do know that my position with respect to the 
oil isa very definite one, and I think that under no circumstances could 
we excuse ourselves on the production of oil with the oil situation the 
way it is. A 

H. M. Jr: Thisis only one thing, General Somervell. If under this 
document all of these things are going to be referred to this committee 
and decided as to whether or not production should be increased, you 

have got to have another look, or you may want to take out about 


ty-five other items. ; , 
aie Somervell: No, I think there are only five or six, maybe. 
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H. M. Jr: That is what I suspect. If there is one, there are going 
to be a lot more, and to say I am not 

Gen. Somervell: What you objected to is the position that the War 
Department through Hilldring has taken to the effect that it must have 
a definite assurance from you on this point before it will give its 
consent to the rest of the document. 

H. M. Jr: Mr, Clayton, having gone as far as he could, I think that 
the War Department ought to have enough confidence in Mr. Clayton 
and myself to proceed. I think it is a matter of—I feel it is a lack of 
confidence in me. 

Gen. Somervell: I will explain that to them when I go back. 

Mr. Clayton: Mr. Secretary, if the General would—if I could have 
a little talk with him—would you excuse us for a few minutes so I 
could go into some questions about this matter with him ? 

H. M. Jr: Are you going to stay? 

Mr. Clayton: We will come back in a few minutes if you like, or 
we could do this later. 

H. M. Jr: No, because here is our position: I have a document 
putting forth the Treasury’s strict fiscal position which seems to be 
agreeable to the people here. We have gotten nowhere on cotton. 1 
don't know where we are on trucks. 

Mr. Willauer: We are all right on trucks. 

Gen. Somervell: We are all right on trucks. 

Mr. Willauer: That appears in a memo which Mr Crowley sent 
you that the Army, throueh General Carter, told us that they would 
give us four thousand trucks starting in August. When I say we are 
all right, I think that August is perhaps a little bit late in order to 
get them over there in time, but General Carter held out some hope 
that the cutback was moving so fast in trucks we probably could get it 
approved officially before we approve it. 

H. M. Jr: Supposing we do this, if this is agreeable to you, gentle- 
men? We can start with this financial matter. Mr. Clayton wants to 
talk with General Somervell. They can go into Mr. Bell’s office. And 
are you—is somebody going to tell him about the trucks? } 

Mr. Crowley: Mr. Willauer will stay. Mr. Secretary, could I just 
say this on textiles? It wouldeonly take a minute. The latter part 
of this week we will have a meeting of our committee to bring for- 
ward the statement and we'll have Krug there and see what we can 
do about civilian supplies and try to meet some of these textile things. 
And Mr. Scheuer will-stay, and you understand the truck thing, 
together with General Carter. 

H. M. Jr: Are you going to tell them about the truck thing today ? 

Mr. Willauer: How about it? 

Gen. Carter: About the truck situation we may have to modify 
e statement and that is as to spare parts with these Chevrolet 
trucks. 

Mr. Willauer: It may be that the cutback may not produce the 
number of trucks as quickly as we thought because of the over-all 
demand on spare parts. 

Gen. Carter: The Army may be able to release some heavier trucks 
but we couldn’t answer that, as I told you over the phone. 
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Mr. Coe: Is the Army or FEA ready to make a definite commit- 
ment on trucks today or is it an optimistic prospect ? 

Gen. Somervell: I think you're all right on the trucks. There's 
another ace in the hole on that and that 1s the Russian Protocol. 

Mr. Crowley: Could the Secretary, General’ Somervell, tell the 
Ambassador, Mr. Soong, that on the trucks we think we can meet it 
and on the textile thing we are going to have a meeting the latter 

part of the week to survey civilian requirements and see what we can 
do to meet it, and we will report to him as quickly as we can? 

Gen. Somervell: Yes. 

Mr. Crowley: And you think we can meet the truck thing? 

Gen. Somervell: Yes. 

Mr. Scheuer: Out of the Army program? 

Gen. Somervell: The Army is getting the whole program now and 
we do the buying and then there is a certain number of trucks that 
we take for Army use. A certain number are allocated for other uses. 

Mr. Scheuer: This won’t be a deprivation from other uses? 

4 Mr. Willauer: How about any of your cutbacks on military lend- 
ease? 

Gen. Somervell: Plus what we might get out of the Russian pro- 
toco], I forget how many—twenty-five thousand, I think, Studebakers, 
six [sic] that the Russians have in their protocol which may come out. 

Mr. Crowley: We will try, Mr. Secretary, just as far as we can 
with Krug to try to go along, to dovetail in with your fiscal program, 
because as I see it, yours wouldn't be successful without dovetalling 
trucks and textiles in with it. We will do that and report to you. 

H. M. Jr: They need trucks and textiles very badly. 

Mr. Crowley: That's right. 

H. M. Jr: Now you have got to go and you want to talk with 
General Somervell. 

Gen. Somervell: Do you want to talk about scrap for a minute? 

H. M. Jr: Yes. 

Gen. Somervell: We have this letter heve in which we propose that 
an agreement be included whereby sales of Armv salvage and surplus 
property be made directly by Army Disposal Officers to a designated 
agency of the Chinese Government with payment to be made in 
United States gold with negotiated prices with an agreement to sell 
direct if an agreement is reached. In other words, the proposition 
we raised here the other;day, and I would like to leave this with 
you for—— 

Mr. Scheuer: Is that Army surpluses? 

Gen. Somervell: with great confidence in your judgment and 
discretion. 

H. M. Jr: As far as scrap is concerned ? 

Gen. Somervell: As far as scrap is concerned ? 

Gen. Carter: On inflation. 

Gen. Somervell: Do you want me to talk to Clayton now? 

H. M. Jr: If he wants to. y 

Gen. Somervell: Do you still want to talk, Will? - 

Mr. Clayton: Yes. Tf we could excuse ourselves for a minute. 
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(Mr. Clayton, General Somervell, Mr. D. W. Bell, Mr. Adler, and 
Mr. Crowley leave the conference.) 

(Mr. Soong, Mr. Ling, and Mr. Pei enter the conference.) 

(Mr. Adler reenters the conference.) 

H. M. Jr: Doctor Soong, what we have been trying to do here to 
save you time, the State Department and the Army and Mr. Crowley’s 
organization, and ourselves, each one has said his piece and we have 
been trying to put them together. You can see that Mr. Clayton and 
General Somervell aren't ready yet so thev had to excuse themselves 
to go out and they will be back in a few minutes. We in the Treasury 
have a few suggestions. I'll give the original to Dr. Soong and you 
can read it aloud, you see, if you would (indicating attached 
memorandum). 

Mr. Coe: Do you want me to read it? 

H.M. Jr: Anyway, Dr. Soong would like him to read it. 

Mr. Soong: Yes, if you would. 

H. M. Jr: And you stop him any place you want to. This is only 
one piece of the picture, but this is the piece the Treasury is respon- 
sible for. 

(Mr. D. W. Bell reenters the conference.) 

(Mr. Clayton reenters the conference.) 

(Mr. Coe reads “Memorandum for Dr. T. V. Soong,” attached.) 

Mr. Soong: May I speak in Chinese to my colleagues? 

(Discussion off the record.) 

H. M. Jr: Dr. Soong. might I make a suggestion? I am not ex- 
pecting an answer on this today, and possibly you would like to hear 
the rest of the story, and that would give you more time to study this. 

Mr. Soong: I can already make some sort of reply to you. 

H. M. Jr: Wouldn’t you like to hear about the trucks and textiles? 

Mr. Soong: Yes, I would, but I could give you some sort of reply. 

H. M. Jr: Whatever you say. 

Mr. Soong: On the general attitude. 

H. M. Jr: If you please. 

Mr. Soong: On this memo—your proposal we consider very con- 
structive and in the tradition of vour Government toward China, the 
proposal is very constructive. However, we want to know how you 
plan to combat inflation with five hundred million—you see, how you 
would use five hundred million to combat inflation. 

H. M. Jr: Well, those are the things we would have to sit down 
and talk with you about. We realize perfectly that the only way 
to combat inflation, really, is with goods and that anything short 
of goods is not very effective. But looking forward to the day from 
which we are not too far off, we hope, that some port in China is open 
and that goods can flow freely into China, and then we think that a 
five hundred million dollar stabilization fund to China is a more 
orthodox way, and more ordinary trade would be very useful just 
as it has been in this country. But under the present situation I 
would be less than frank if I told you I don't think it would, but look- 
ing forward to the day when goods will once more flow freely into 
China, we think it would be a useful instrument for you to have. 
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Mr. Soong: Mr. Secretary, I came from the San Francisco Confer- 
ence where I have not been able to complete the job. Why did I 
come? Because we are faced with a situation in China, see, which 
would not allow me to wait, and therefore, 1 would rather break off 
the conference and come here, because I have always been telling my 
people if there is no apparent future, they must take care of the pres- 
ent, see? It is for this reason that I came down today breaking off 
my conference there. Now, I have said that we like the approach 
which is to mutually consult or mutually have a full and frank dis- 
cussion. But on the gold thing I would want to point out some 
things. First of all, we have made commitments to sell gold, true. 
The United States Treasury was not consulted when the program was 
initiated. None the less there was a definite commitment, and that 
commitment was contained in a letter from Mr. Hsi to you, Mr. Sec- 
retary, of July 24, 1943, to which you replied in your letter of July 
27th to the Chinese Ambassador. 

May I read an excerpt from it? 

“Your Excellency: This is to acknowledge receipt of your letter of 
July 24, 1943, transmitting telegraphic message from Dr. H. H. Kung 
dated July 23, 1943. 

“Please transmit the following reply to Dr. Kung: 

“<The Treasury agrees to the request of the Government of China 
transmitted to me by Ambassador Wei Tao-ming that two hundred 
million be made available from the credit on the books of the Trea- 

sury in the name of the Government of the Republic of China for the 
purchase of gold. In order to avoid unnecessary raising of funds by 
the United States Treasury, it is suggested that transfers from the 
Credit of the Chinese Government for the purchase of gold be made 
at such time and in such amounts as are allowed by existing facilities 
for the transportation to China of the equivalent amount of gold. 
Since it is intended that this gold will be sent to China for sale to the 
public, this procedure should not interfere with the program outlined 
In your message of July 23, 1943. On receipt of requests from the 
Government of China that a specific amount should be transferred 
from the credit of the Government of China on the books of the 
Treasury and be used for the purchase of gold, the necessary action 
will be taken to consummate these requests. The details of the ar- 
rangements will be discussed with Dr. P. W. Kuo and Mr. Hsi Te- 
mou. 

There we have a definite commitment to supply gold to China and 
it was on that commitment that we made the sales. This is the point 
we wanted to point out. ‘es 

H. M. Jr: Dr. Soong, that was twenty million. 

Mr. Soong: Two hundred million. 

H. M. Jr: Two hundred million? 

Mr. Coe: I os Ne TT, m 

. Soong: Two hundred million. 

bs ee I misunderstood you. I believe you., But that didn’t 
envisage or forsee future sales of gold. I mean it was never dis- 
cussed as far as I know. 
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Mr. Soong: As far as China is concerned, there was no commit- 
ment on our part that we would have to consult every time we make 
a sale of gold. 


H. M. Jr: No, but there was a sort of understanding, and my men 
can check me, which was volunteered by China that in the use of the 
five hundred million dollar loan that China would consult with the 


United States Treasury on the use of that money. 1 think that was 


it. 

Mr. D. W. Bell: That’s in the agreement. 

Mr. Coe: It was told to the Congress and it was my impression it 
was said earlier by the Chinese representative. 

Mr. Soong: Five hundred million dollars. I had the honor to sign 
that agreement with you. 

H. M. Jr: Pardon me. 

Mr. Soong: On the five hundred million dollars. T do not recall 
such an agreement on our part specifically because I was instructed 
that this must be clear-cut. 

H.M. Jr: I would have to go back. 

Mr. Adler: It’s quite correct, sir, it’s not included in the agreement, 
but I think your previous agreement was correct that there was a 
sort of gentlemen’s agreement to that effect between you and Dr. 
Kung. 

H. M. Jr: I understood that the Chinese Government offered that. 
They said, “Now, before we spend this money we will consult with 
you.” That was made verbally. 

Mr. Soong: Well, be that as it may, this was a commitment and 
this is water over the dam, and now as to the amount of sales of gold 
by China that have already been made we can’t really give gold in 
exchange for that—give gold dollars. We can’t because we would 
be forfeiting the confidence of the Government, as you know, and we 
are very desperate to rebuild the confidence of the Government—of 
the the people in the Government. 

Now, as to future sales, having already made sales and suddenly 
stop, you know that is also very bad for our situation. Sitting in 
Washington you probably are informed day to day of the inflationary 
situation in China, but when I yas there sitting m Chungking I felt 
I was sitting on top of a voleano which may erupt any moment. I 
wish you to please take that into account. Now, as to— 

H.M. Jr: May I interrupt you, please? 

Mr. Soong: Yes. 

H. M. Jr: My people tell me that the gold is going forward in suffi- 
cient amount and with sufficient speed to meet all future commit- 
ments of the fifty million dollars forward sales that you have made. 

Mr. Coe: 1 should like to amend that, sir. What it is is enough 
is going forward in May to meet the May situation. We think we 
are covered on the whole May sittiation. 

Mr. Pei: You mean, Mr. Coe, that one hundred thousand also re- 
cently shipped? 

Mr. Coe: It hasn't arrived yet. 1didn* say arrived. 
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Mr. Pei: But at the same time the commitments—the forward sales 
are falling due every day and there is tremendous pressure on the 
Chinese Government over there. 

Mr. Soong: Now, as far as the gold is concerned, as Mr. Adler 
would bear witlu me, the Chinese Government is not interested that 
it gets into the hands of speculators or rich people to make a specu- 
lative profit. I raised the price of gold and in addition I propose to 
tax those who have made forward purchases. The real black market 
price of stock gold is much higher than even our price. Now, is that 
money going to the fortunate few who bought? No, I propose to tax 
them, see? You are not in favor of even reaching the speculators or 
people who take advantage of their position to make money nor am 
1, nor is the Chinese Government. 

Now, as to the effect of the United States dollar certificates or 
bonds, why don't we investigate on it and why don't we tax those 
people, too, to take away their unnatural profits? I am quite ready 
to do that. I want to assure you that there is no disposition on the 
part of my Government either in the present or in the future or 
going back into the past to allow whatever assets we huve to go to 
even rich speculators. That I can give you—this statement, you see. 
I can commit myself on that. 

H. M. Jr: Well, now, would you like to hear about the trucks? 

Mr Soong: Yes, I would certainly be delighted to hear about the 
trucks. 

H. M. Jr: All right. Which of you gentlemen can speak on the 
trucks? 

Mr. Clayton: Mr. Willauer. 

Mr. Willaner: The trucks look all right, Dr. Soong. General 
Somervell, who has been here, has assured us that we will get the 
trucks. I am a little bit worried as to the time element on those but 
the Army cut-backs are coming along so nicely that I feel of the three 
points in your program that the most optimistic point is the one of 
trucks; and I don’t think that anybody can tell you today that the 
trucks will be delivered, absolutely, one hundred percent, the whole 
four thousand, in such and such a month, but it looks good to me and 
I have had some experience, as you know, in evaluating these things, 
and I think you can feel pretty sure about that. q 

H. M. Jr: Now, who would like to tell them about the textiles? 

Mr. Clayton: Mr. Willauer and Mr. Scheuer know more about 
that than any of us. ; 4 

(Mr. Willauer hands Dr. Soong paper entitled “Chinese Import 
Textile Requirement Position as of May, 1945,” attached.) 

Mr. Willauer: There are a lot of figures there which need not 
concern you. To boil it down, your requirement comes to one hundred 
and sixty-eight million yards or twenty-one thousand tons, as you 
know. Now, the only thing you have got in sight are the six million 
two hundred thousand yards out of FEA, which you know about, and 
the thirty-two hundred tons in India which, translated, amounts to 
about twenty-five million, six hundred thousand yards at eight thou- 
ards per ton, which means that you have got a balance that 


sand y 1 i e $ i | 
S J by various different kinds of activity of one hun- 
you have got to get by variot 
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dred and thirty-six million two hundred thousand yards. That's 
that second underlined figure in the second column. Now, from 
there on in there is nothing firm. There are various sorts of hopes. 
There isan eight million dollar hope that we go down to the Brazilian 
market to buy from wholesalers. That's just a hope, a guess esti- 
mate. You will have to put up fancy prices to get that. There is ten 
million dollars that we are suggesting to the Army and FEA that 
they split sort of fifty-fifty to get you into business right away, so 
there will be continuity to the time that your one hundred and thirtv- 
two tons get into market and the time we can do something else for it. 

The next piece of the problem is this attempt to get allocation for 
the second half of the year out of WPB. That's that thirty-five mil- 
lion yards which you know about that we are bidding for. It’s on the 
second page. But only seventeen million five hundred thousand could 
be of benefit to your 1945 program. And then finally the last figure 
in the second column, one hundred million seven hundred thousand 
yards is the figure on which no action today is being taken. Now, 
Mr. Crowley said before you came into the room that he proposed 
to convene his over-all, entire agency committee in two or three days 
and see what they can do about these one, two, three, four, and five 
problem children. 

Now, that’s where the matter stands today. General Somervell held 
out no hope to us in the meeting, but he is going to look at the thing 
again. 

“Mr. Clayton: I take it, though, Mr. Willauer, that they can't say 
the last word on it until Mr. Crowley has this meeting of the committee 
and looks overthe whole picture. 

Mr. Willauer: And the difficulty of that meeting will be, as Mr. 
Scheuer who is an expert on textiles can tell you, there are a lot of 
over-all problems that are going to have to be met in this over-all 
textile picture. There are problems as to Army specifications, as to 
the amounts that are required for civilians, and other big problems. 
There has been talk, which you have heard about, of there being a 
world balance sheet on textiles. Mr. Scheuer says whereas we hope 
that will be ready by the end of this week, we are not at all certain, 
and 1 think he would rather ge$ it two weeks from now—wouldn’t 
you: 

Mr. Scheuer: I would think so. I think it is only fair to say as you 
well realize, that the textile supply is the most difficult problem we 
face internationally all over the world, and we are pressed from all-out 
commitments in that regard. We are trying to press as much as we 
can. 

Mr. Soong: Well, you see, Prague was just taken yesterday or the 
day before yesterday. This country that first got beaten up by the 
aggressor will be the last to be rescued. China is in that position 
V-E Day is over but China still has to bear the brunt you see dl 
therefore, 1 know the difficulties in your cotton textile program and 
all that, but there is still a war to be won in China, and on that 
a e on ae part of my Government—request that 

eration be given to what we require which is, really, a 
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modest percentage of your whole production. I know there is need 
for civilians in Europe, too, but the war is won there and it's not won 
in China, and to let off these things it might cause it to go very badly. 
It might prolong the war indefinitely. 

Mr. Willauer: In that connection General Somervell did state that 
there is no question as to the vital military need for these textiles for 
China. He agreed with us on that> 

Mr. Soong: I suppose I would have to wait until you formulated 
the picture ? 

H. M. Jr: Well, when Mr. Crowley left—1 think I can speak for 
everybody in the room—we appreciate the seriousness of the situation 
and we are going to do everything possible 

Mr. Soong: Thank you. 

H. M. Jr: to find the maximum textiles even up to the point 
of cutting down additional on our own civilian supply, because that's 
where it will have to come from. General Somervell explained that, 
you know, better than 1 could, as we prepare our troops for the far 
East, cotton becomes more and more important. They are not going 
to wear wool, and instead of needing less cotton, they need more cot- 
ton, and the demand of the Army is not being fulfilled. The Army 
itself is short of its cotton textile requirements, so when we begin to 
look around, it may end up that we may have to either take away from 
some other country or take away from ours, but the will is here to 
do something, and we realize that nothing would help as much as if 
we could get you an adequate supply of textiles. I think I am talking 
for everybody. Is that right, Mr. Clayton? 

Mr. Clayton: Yes, sir, it is. We have done a lot of work, all of us, 
on this since you were in San Francisco, Dr. Soong, and the matter 
has been thoroughly explored with the Army. They understand the 
situation fully, and as Mr. Willauer said, they agree with us as to the 
urgency and importance of this matter of getting these textiles for 
China if we possibly can, and we haven’t despaired of it. We are 
just telling you that it is extremely difficult, but we are still working 
on it, and we are hopeful that we will be able to accomplish something 
by the end of the week. 

Mr. Soong: In the event of gold; Mr. Secretary, 1 would request 
for my Government that first the gold that you have already sold that 
you ship to us, and second, that gold should be given in enough quan- 
tity so that we could go on a cash basis, and on this sale of gold I am 
perfectly willing on the part of my Government to—in fact I would 
request—that there would be a representative of the United States 
Treasury sitting with us from day to day knowing our problems, ad- 
vising us, and facing the situation, becguse 1 do feel myself, and I say 
it with full knowledge of the circumstances, that if we were to stop 
sales of gold, we would instantly create a very ugly situation in China 
financially. 

H. M. Jr: Well, we didn’t propose that you stop the spot sale of 
gold, but we did suggest that you stop sale against future delivery. 
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Mr. Coe: May I add something to that on this forward sale of 
gold? As you know, there has been an-accelerating sale so that it is 
going up. Now, you are doing it without the knowledge that it is 
coming there, and it is bound to create just the situation which has 
been created. That is, suddenly a whole series of commitments fall 
due. There is no discussion as to amount, quantity, or whether it can 
come. 

Mr. Soong: We understood that until we heard from you that the 
gold is. not: available, we could go ahead. That's my position. That 
was the only thing that the Secretary of the Treasury in his letter— 
only one remark, “existing facilities for the transportation”—see, 
that is the one thing, and 1 wish to suggest to you that the facilities 
for transportation are there and if they are not, 1 could arrange it 
personally. So that condition does not exist. On the other hand, 
we have a terrible situation in China. 1 wish. more of you could 
visit it, because it was ugly, and when I was there I had no sleep. 
Of course, 1 was on top of a vulcano. I'm only the second person 
responsible for this situation, and Mr. Pei just pointed out to me 
that we were selling—if you had given us what gold you would have 
sold us, and I think we would revert to the policy of selling spot, and 
it would blot out large amounts of currency. It has blotted out large 
amounts of currency. 

The United States Army and our army in preparation for war are 
not decreasing minimum expenditures today. They are increasing. 
We are cutting the Army to three million five hundred thousand ef- 
fective in September. In order to give our troops back the fighting 
qualities, we are giving them more food, not less, and it will cost 
more, not less. 

Mr. Coe: I am sure you have given consideration, as we have, to 
the recent publicity out there. I have in mind the resolution of the 
people’s political council. 

Mr. Soong: There Adler will bear witness with me it was I who 
requested investigation when I found the sale of gold was being prac- 
tically doubled. I ordered the investigation. 

Mr. Coe: We understand that. 

Mr. Soong: And you can takg it from me that on my part I want 
to throw all my cards on the table. You can be assured from now 
on you will have that situation. 

. M. Jr: Dr. Soong, why don't you take this document and study 
it a little bit and we will study your comments. «You wouldn't ex- 
pect to settle anything here today. 

Mr. Soong: Yes. 

. H. M. Jr: That would be too businesslike. . That would be. just 
on this financial thing. 

Mr. Soong: On this financial thing—unless we are ready to talk on 
cotton textiles. 

Mr. Adler: Well— 

H. M. Jr: We will be very glad if you gentlemen would care to 
attend. We issue you acordial invitation. 
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(Dr. Soong, Mr. Pei and Mr. Ling leave the conference.) 

H. M. Jr: Tomorrow I am going to stick to the memo. I learned 
from my father if you sit long enough, you get somewhere. I am a 
great little sitter. I can sit. I sat with Dr. Kung for five months 
and finally got a bargain, and it took me five months to settle the pay 
for the army. 

Mr. Adler: It started in Bretton Woods and finished in November. 

Mr. Scheuer: What assurance do we have of equitable distribution 
of commodities? 

Mr. Willauer: The Army said they would take on that job. 

Mr. Scheuer: Of course, the percentage of textiles this represents 
is small in the total supply. It’s very large as against our export 
movement and what the WPB has been willing to make available. 

Mr. Collado: I don’t see how you can do as the General suggested, 
take it out of the other countries, because they don't have it. 

H. M. Jr: That’s something out of my field, but certainly, I am 
not going to recede unless President Truman wants me to, because I 

will have a chance to see him tomorrow. Among other things, I am 
going to explain to him this thing. But if the story was ever told 
about what they did with the two hundred million bonds and the fifty 
million dollars, why, they would never get anything out of us. I 
mean, we have the actual list. We have the names of the people that 
bought and how much they owned. Is that right? 

Mr. Coe: Yes. For that portion, for one-fourth of the total where 
they told us they never presented the rest for redemption. 

H. M. Jr: So I think when I see them at four o’clock tomorrow we 
will start, as far as the Treasury is concerned, just where we ended. 

Mr. Clayton: There is a great difference between gold and textiles, 
Mr. Secretary, which you will recognize at once. Certain individuals 
can get all the gold but they can’t wear all the clothes, and these 
textiles are desperately needed in China. I think they must be more 
needed there than any part of the world. There is no question about 


it. 
H. M. Jr: Excuse me. There is another difficulty in this thing. 
They happen to own this gold, too. 

Mr. Clayton: Yes, I know. I don’t doubt it. 

H. M. Jr: When he says he has private means of getting it over, 
what does he mean? What's he talking about? 

A Mr. Willauer: He's got the National Aviation Company that can 
this. 
Me Clayton: There is no transportation problem on this. 

Mr. Willauer: There really isn’t any. Weare up to sixty thousand 
tons a month across the Hump. Fifty-eight was the last ATC and if 
we add CNAC it would be sixty thousand and they expect to go to one 
hundred thousand. f 

Mr. Collado: You only have one psychological factor, that, unfor- 
tunately, the pilots don’t seem to have it through their heads that gold 
is somewhat remarkable stuff, and protect it. Its a psychological 


eW illauer: They have Chinese pilots that could do this actually. 
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Mr. Coe: It would have been a lot better if you had hurried up on 
those textiles. Weareall for you there. 

Mr. Willauer: Mr. Crowley said, “You people don't want to glve 
them gold, but you all want me to give them textiles.” 

Mr. Collado : Textiles would do some good. 

_H. M. Jr: We don't say we won't give them gold. If it is the com- 
bined opinion here, it is very easy to loosen up, but everybody seems to 
agree we should sit tight. If anybody changes it, we are Americans, 
They don’t talk reason; they flash the 1943 document on us. 

Mr. Scheuer: And history has rapidly changed since then. 


(Book 845, pp. 249, 250) 


THE SECRETARY OF THE TREASURY, 
Washington, May 8, 1946. 


MEMORANDUM FOR Dr. T. V. Soone 


1. This memorandum does not deal with the questions of textiles 
and trucks which were included in the program which was presented 
to this Government. The urgency of China’s need for these items and 
their bearing upon inflation are recognized. They are omitted be- 
cause our supply authorities are in the process of making an over-all 
determination of requirements and supplies and are not yet in a posi- 
tion to make a decision respecting China’s requests. 

2. We are agreed that any program to stabilize the currency and to 
check inflation should comprise a broad series of measures in the fol- 
lowing categories: 

(a) Monetary and banking rehabilitation. 

(b) Foreign exchange stabilization. 

c) Fiscal and administrative reforms. 

3) Increase of supplies and improvement in their distribution. 

3. We are anxious to give full support to an effective anti-inflation- 
ary program for China. It is therefore recommended that a Cur- 
rency Stabilization Fund of *500 million be constituted for this 
purpose from the remaining $240 million of the United States loan 
to China and from China’s existing dollar balances. Such an alloca- 
tion of this remainder of the United States loan would be in strict 
accordance with the spirit and the letter of the 1942 financial agree- 
ment. The Fund would be set aside with firm mutual commitment 
on the part of China and the United States as to its purposes and 
availability. 

It is envisaged that the uses to which this Currency Stabilization 
Fund would be put would be part of a broad concerted program for 
combatting inflation and for currency stabilization and these uses 
would be subject to joint agreement. The time at which the Fund’s 
operations would start would be discussed at a later date 

The Treasury stands ready to advise and consult with the Chinese 
Government on the content and timing of such anti-inflationary and 
stabilization program. | We are strongly of the opinion that the initia- 
tion of a Currency Stabilization Fund would strengthen the financial 
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position of the Chinese Government and would inspire confidence 
both at home and abroad in its future economic and financial sta- 
bility. The existence of such a Fund would give the Chinese people 
a real sense of security with respect to their ability to cope With their 
grave problems of reconstruction. 


It should be noted that this proposal relates to only one portion of 
the foreign exchange assets presently available to China and that it 
would leave a relatively large amount of dollar exchange for helpful 
intermediate measures and for meeting China’s current foreign ex- 
change requirements. 

4. We believe that the Chinese Government should terminate the 
program of forward sales of gold. As you know, the U.S. Treasury 
was not consulted when this program was initiated. In view of the 
difficulties of shipping gold, the limited effects of sales upon price 
rises in China, the public criticism of such sales and the desirability 
of using foreign exchange resources to achieve maximum effects, this 
program is ill-advised. 

5. The Treasury will endeavor, as in the past, to make available 
limited quantities of gold for shipment to China during the next few 
months, having due regard to the need for restricting gold shipments 
where these endanger lives or use scarce transport facilities. How- 
ever, in consideration of points 2 and 8 above, it is believed that fur- 
ther shipments should be financed out of foreign exchange assets 
other than those proposed to be-earmarked for currency stabilization. 

6. China should investigate. and cancel sales to speculators and 
illicit purchasers.and insure that only bona fide purchasers will receive 
such gold as is available. If gold arrivals are still not sufficient to 
meet past commitments, it is suggested that China may offer to place 
dollar credits (at about $35 per ounce) for the time being from her 
existing assets to the accounts of purchasers of gold to whom she 
cannot temporarily make delivery. 

7. It is most unfortunate that the impression has arisen in the 
United States that the $200 million of U.S. dollar certificates and 
bonds and the gold sold in China have gone into relatively few hands 
with resultant large individual profits and have failed to be of real 
assistance to the Chinese economy. 


(Book 845, p. 283) 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: May 8, 1945 

To: Secretary Morgenthau (for information) 

From: Mr. Coe 

Subject: Purchases of $200 million of savings certificates and bonds. 

1. Attached hereto is table giving names of principal purchasers of 

U.S. savings certificates. It is based upon analysis of $43 million of 
savings certificates presented for payment out of total issue of $100 
million. The analysis reveals that 86 individuals or organizations or 
less than 2% of the total purchasers accounted for about $28 million 


or about 7 0% of the total. 
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2. Names of purchasers of the $100 million of ten year bonds are not 
available since the bonds have not yet matured. However, it is certain 
that the ownership of the bonds is even more concentrated than that of 
the certificates as 890 million were sold in three days. Both Adler and 
Friedman were informed by Ambassador Gauss that he, Ambassador 
Gauss, has it from a reliable source that Madame Chiang Kai-shek 
pod Madame Kung had between them purchased $50 million of these 

onds. 


(Book 845, pp. 314-322) May 9, 1945 


9:30 a.m. 
Gorp To CHINA 
Present : 
Mr. D. W. Bell 
Mr. Coe 
Mr. Adler 
Mr. Friedman 
Mrs. Klotz 

H. M. Jr: Look, you people, I think should be severely criticized 
for letting me go into court and try my case before T. V. Soong, and 
the letter of July 27, 1943 where I gave the Chinese Government a firm 
commitment on two hundred million dollars worth of gold—I think 
it's inexcusable. After all, you were so worried about saving face, 
what about my face? I have given, in writing, the Chinese Govern- 
ment a firm commitment that they can have two hundred million 
dollars worth of gold and you—I don’t remember it, I can't remember 
it. I do ten things a day. Bell comes in here and in three minutes 
we settle ten billion dollars worth of financing, and it’s impossible for 
me to remember, and you put me in an absolutely dishonorable posi- 
tion, and I think it’s inexcusable. I think it’s absolutely inexcusable 
to have me bargaining and chattering around when right here in 
writing is this thing. 

Mr. Coe: Mr. Secretary, in this proposal to the Chinese we did not 
say that we would not give them the gold. 

H. M. Jr: That has nothing to do with it. Iam facing the Acting 
President of China, and here Team put in the position that I am bar- 
gaining with him about something that I gave my commitment he 
could have. Now, in this world, and certainly Government to Govern- 
ment, a person’s word, and particularly his written word, means 
something. One of you three should have said, “Now remember, Mr. 
Secretary, on July 27th 1943, you told them they could have it. Now, 
do you want to bargain with them about it?” You are so worried about 
his face. What about my face? What about the honor of this Gov- 
ernment? Ithink it’s inexcusable. 

Mr. Bell: Can’t they still get the two hundred million dollars over 
and above the five hundred million dollars? 

H. M. Jr: That isn’t the point. | 

Mr. Bell: They could still get it under the memo, couldn’t they? 

Mr. Coe: Yes. 
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H. M. Jr: Oh, yes! That isn’t the point. Now I was worried last 
night wholly independent of this, and anything else, and I figured 
these people were being kicked around from pillar to post and 1 was 
worried. Will Clayton called me twenty minutes to nine and asked 
if he could see me. I told him yes and he dashed over to the Navy 
Department to sit there waiting to see me and he brought this stuff 
here to show me, and I promised to give it back to him. He was very 
nice about it as a friend, but in talking this morning with Forrestal 
and King I wanted figures so I could talk about the Seventh War 
Loan. I got nothing, so I got them on China, and Admiral King 
tells me that the Chinese are doing much better. He couldn’t talk 
about it, but General Wedemeyer has to do just what they wouldn’t 
let General Stilwe}] do, and they are really getting somewhere, and 
they are really fighting and moving. This is all confidential, this stuff 
out of Burma, and they are going to have eleven or twelve Chinese 
Divisions fighting against the total number of British Divisions of six. 
and they are good Divisions. These Chinese are really doing it, and 
here I am acting like a huckster over something which has been settled 
on the 27th, whatever the month is, 1943. I don’t like it. 

Mr. Coe: I think there are two parts to this. 

H. M. Jr: Why, in God's name, didn’t you bring this letter to my 
attention, Sol? You knew this existed ! 
pat Adler: I wasn’t aware of it explicitly. I had seen it in the 

e but—— 

H.M. Jr: You didn’t know about it? 

Mr. Adler: I knew—— 

H. M. Jr: You should have—what about you? 

Mr, Friedman: Well, Mr. Secretary, if I may say, on this specific 
thing, you will recall that at the time of the 1943 letter, when you 
signed the letter, you and Mr. White discussed it with P. W. Quo 
and Mr. Hsi Te-mou and the Chinese at the time the question of two 
hundred million dollars of gold came up. You expressed to them 
that you were considerably doubtful as to this whole idea, and they 
said to you that the President said to Madame Chiang that they could 
buy the gold, and you told them and Mr. White told them that you 
could make the commitment to buy the gold for anti-inflation and for 
anti-hoarding purposes. Then we very deliberately at the time put 
into that document all this reference to anti-inflation and anti-hoard- 
ing purposes, because you were afraid at the time that they might use 
the gold for other purposes, and you didn’t feel that that would be 
a justifiable use of the two hundred million dollars. And we have 
all along in conversations ‘after that with Mr. Quo and Mr. Chi, who 
were designated by Dr. Kung, stressed it that the gold was being sent 
for anti-inflationary and anti-hoarding purposes. | Ble, 

H. M. Jr: That's all very nice, but in cold print there it’s, “You 
can have two hundred million dollars of this money for gold. 

Mr. Coe: And, Mr. Secretary, your proposal as given to Mr. Soong 
yesterday does not at any rate in cold print dishonor your letter in 

1943. What you said to him in that proposal was (1) we would mee 
the Chinese Government to segregate one sum of money Ou inet ie 
sum of money. Obviously, if they decide to segrega : na 
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tion fund the remainder of this sum, you cannot give them the same 
sum over again for gold. 

H. M. Jr: Did you know about the letter of July 27? 

Mr. Coe: Yes, sir. 

H. M. Jr: Well, I certainly think somebody should have said be- 
fore I went in to this conference, “Here's this letter. Here's what you 
said, Mr. Morgenthau.” 

Mr. Coe: The whole basis, as 1 understood it, of the Treasury giv- 
ing them limited sums of gold over a longer period had been the orig- 
inal statement that we would, and month by month they were told 
there is so much transport available. 

H. M. Jr: But White told me we are running out of excuses. 

Mr. Coe: The only excuse I ever heard—I have picked this stuff 
up—the only excuse I have ever heard of has been transportation, and 
we all think that transportation is a thin excuse. 

H. M. Jr: Well, I made my statement. I think, before I went into 
that meeting yesterday morning I should have been shown this docu- 
ment so that I knew that there was a written commitment that they 
could have two hundred million dollars worth of gold. I’ve told you 
how I feel. Let's get on and see what we can do about it. What Clay- 
ton wants is this: He suggested that we—you fellows immediately 
get in touch with his people and work out some kind of conditions, 
see? 

Mr. Bell: Clayton’s people? 

H. M. Jr: Yes, work out some kind of conditions, and I personally 
think—I mean as to how the gold will be used—I personally think 
that if we say to these people—you set up this file in the first place— 
I am going to say, “Now, look, I can recognize a letter. The gold is 
yours, but for future relationship can we work out something?” See? 
“And I think it would be good for China if you would set up this 
five hundred million dollar stabilization fund, and I think it would 
also be good for future relationship if you would tell us how you 
propose to use this gold and stop forward sales.” How much did 
they sell, fifty million? 

Mr. Coe: Sixty million. 

H. M. Jr: And as I remember it, roughly they have used twenty- 
seven million dollars worth of gold. Is that right? 

Mr. Adler: That’s right. 

Mr. Friedman: Out of two hundred million they bought twenty 
and shipped about eight or nine. 

H. M. Jr: They borrowed? 

Mr. Friedman: Out of that two hundred million credit they pur- 
chased about twenty and they would; under that commitment, be able 
to buy an additional one hundred and eighty million dollars worth of 
gold. You see, they had gold on earmark which they exported before 
on the two hundred million dollar credit. 

H. M. Jr: Of the two hundred million dollars commitment I have 
given, they have used how muchi? 

Mr. Adler: Twenty. 

H. M. Jr: And of that twenty how muth-has lef 


2 
Mr. Friedman: About eight. t the country? 
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H. M. Jr: About eight? Well, T think we should promptly begin 
to move this gold. I think I heard you say ONE about one 
hundred million dollars. How much is that? 

Mr. Adler: Two hundred million dollars. It runs about five mil- 
lion ounces. 

H. M. Jr: How much of that has left the country? Eight? 

Mr. Friedman: Eight. 

Mr. Bell: The balance is about one hundred and eighty. 

H. M. Jr: How much are they asking for? 

Mr. Friedman: They ask for one hundred and eighty million dol- 
lars worth of gold of which they want 50 or 60 million shipped im- 
mediately to cover past commitments and sufficient additional amounts 
to have a spot sale program. 

Mr. Bell: They want to get on a cash basis. 

H.M. Jr: All right. I think we should meet that. Now, provided, 
if we can get it out of there—their setup is five hundred million stabi- 
lization fund. 

Mr. Coe: If they could do that, sir, if they set up the stabilization 
fund, then they haven’t the money. I mean, they haven’t any loan 
money for the gold. They will have to use their own money. That's 
apose of the stabilization fund vis-a-vis the gold. 

. M. Jr: I understand. 

Mr. Coe: So that it would seem to mc the first thing is for T. V. 
Soong to tell you definitely that they don’t intend out of the loan to 
segregate 1t as you suggest. 

(Mrs. Klotz leaves the conference.) 

Mr. Coe: They don’t like that proposal. They would rather have 
the gold—take it in gold. Then you are up against the proposition of 
your original commitment. 

H. M. Jr: I don’t follow you. 

Mr. Coe: Well, they have left two hundred and forty million dol- 
lars out of the loan of which, getting back to your letter, you can say 
one hundred and eighty million dollars you told them in 1943 is avail- 
able for gold shipment. 

H. M. Jr: That comes out of the two hundred and forty. 

Mr. Coe: Yes. The rest of the loan has gone on other purposes. 
Now, then, it's up to them following what you gave them yesterday 
for T. V. Soong to say, “We don't want to segregate the two hundred 
and forty that way. We want to hold you to your original commit- 
ment on the gold.” d 

H. M. Jr: I have asked them to have lunch with me. Get me up a 
little one-page memo on what has happened to the five hundred mil- 
lion . 

Mr. Coe: We have that here. oP: 

H. M. Jr: And what happened to the rest. Did you know about the 
letter of July 27th? 

Mr. Bell: No. Rl? i E : ni 

H. M. Jr: Don’t you think it puts me in an impossible position $ 

Mr. Bell: Well, I noe that after the letter was read yesterday 
that you could still comply with the letter under the memo. That’s 


what we thought. 
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Mr. Coe: That's what we thought. 

_ Mr. Bell: You probably intended to change the situation around a 
little but I thought you could still comply with the letter and still go 
through with the memo. Is that right? 

Mr. Coe: No, we thought that the Chinese, if they agreed to segre- 
gate the fund would thereby not want gold. They would decide they 
would draw gold out of their own fund rather than out of the loan, 
mg they would take the two hundred and forty that is left and put it 
aside. 

Mr. Bell: If they have nine hundred million dollars to their credit, 
they could still take the gold and still set up the five hundred million 
dollar stabilization fund. That did not preclude them from taking 
the gold, as I remember the memo. 

H. M. Jr: But they did not have the letter in mind when they wrote 
the memo. 

Mr. Coe: I may say I don't—even if I didn’t have the specific 
letter in mind, I was operating entirely on the fact that we are as a 
peer rule and through that letter committed to give them gold. We 
1ad been saving transportation facilities, and so what we wanted 
since the gold is now smelly is to have the stuff put aside in a stabiliza- 
tion fund. 

H. M. Jr: Smelly? 

Mr. Coe: I mean, since the gold transactions are under attack, we 
want to put it aside in a stabilization fund. 


H. M. Jr: It’s under attack on their side. Dll tell you what you 
fellows do. Now, suppose you get together with the State Depart- 
ment and be in here at one o’clock to give me something which comes 
within the spirit of this letter. Suppose he said, “No, I don’t want 
to set this aside. We'll use our own money for gold.” That is what 
he will say, isn’t it? 

Mr. Bell: Probably, and I would say, “All right, you can have the 
gold, but will you set up a five hundred million dollar stabilization 
fund out of your other resources?” 

Mr. Coe: And also, “Will you please—” and I think he is willing to 
do that, “Will you please, if not, terminate the forward sales of gold 2” 

H. M. Jr: All right. I have given you fellows hell! e has got 
a proposal to tell me. Iam golng to listen to his proposal. I am not 
going to change my attitude from yesterday. Iam just going to listen 
and then say, “Well, Dr. Soong, 1 will listen and give you an answer 
at four o'clock.” See? 

Mr. Coe: Mr. Secretary, I want to make one thing clear. You say 
the memo is different from the letter. There is nothing in the pro- 
posal you handed him yesterday which contradicts the letter maybe 
the spirit of it, but there is no—Collado rang me this morning and 
Clayton had talked to him, and I said the same thing to him. 

Mr. Adler: Collado said that to me at the meeting. He said it 
after Dr. Soong read the letter. 

Mr. Coe: Here is some of the stuff from China. 

H. M. Jr: I am going to have to stop now because I have to get 
ready for the President. I'll have to stop on this thing. You fellows 
come back in here at one o’clock. a 
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Mr. Coe: You don’t want this for the President, the ribbon copy of 
the memo? 

H. M. Jr: On China? No, not in view of what has happened. But 
you.people ba back here at one o’clock, just before I see Soong, 


(Book 845, pp. 329-332) 


May 9, 1945. 
2:15 p.m. 
Gor. TO CHINA 
Present: 
Mr. D. W. Bell 
Mr. Adler 
Mr. Friedman 
Mrs. Klotz 


H. M. Jr: I had lunch with T. V. Soong, and he told me that he 
shouldn't be held responsible for things which were done while he 
was not in charge, that this matter of gold ista matter of vital im- 
portance to him, and that, after all, the Treasury—I had promised 
it to them back in 1943, He didn’t particularly stress that; he just 
kind of brushed over it. 

(Mr. D. W. Bell, Mr. Adler, and Mr. Friedman enter the con- 
ference.) A 

He said it was all here in a memo, really. What he said was that 
he didn’t think they wanted a stabilization fund because it would 
have been bilateral and they should wait for Bretton Woods. So I 
suggested, “Well, why not have it called a reconstruction fund? Call 
it any name you want.” 

He said, “You know what I want.” 

Well, he stressed that thev were going to tax these people. They 
were even willing to cance; the gold sales if we said so, not the gold 
sales, but recall some of the certificates, but he thought they could 
do it better through taxes, and He said how he wanted the signatures 
of the men he discharged, twelve thousand Treasury employees. 
He was the boss, and he maintained to do this thing, and, after all, 
ds things that. went wrong during his ¿bsence-he shouldn’t be blamed 

or. [Sic ' 

Well al here in this memo, which I will give you, is practically 
everything he said, (indicating memorandum for the Secretary of 
the Treasury, dated May 9, 1945, from T. V. Soong.) , ‘ 

I asked him two things, one was to think over again this five hun- 
dred million for reconstruction. I said, “After all, you have got five 
hundred million dollars free.” y 

He said he only got one hundred and fifty-nine million. - So there 
is a discrepancy. 

Then I asked him how much gold they would actually need from 
now until the end of the year, and he said:he would have to figure 
it out, but he would rather tell me for the next three months, q 

I didn’t want to give up the five hundred million fund too easily 
“Well, if you won't do that, and we ship gold, how much of 


and say Los ; 
eS f be your own gold?” That would be giving in too easily. 


jt would 
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He then threw in the fact that he had gotten along so well with 
the Russians, and Molotov is insisting that he go to Russia, and that 
you had been talking with him, and if I would strengthen his hand 
at this time it would make possible the success of his mission to 
Russia. Someone else was going to Russia, and it was up to me to 
more or less—the success or failure of his trip depended on what I 
did, and this was an opportunity to bring two great nations to- 
gether spy inate or less on me. E 

e handles himself very well. He was at no tim i ing 
He said that he and the Generalissimo had a terrific fight. ony 
well, and he talked to the Generalissimo the way nobody had ever 
talked to him before. He didn’t have anything against him, but you 
can't keep changing your mind all the time. The Generalissimo 
wanted to keep Stilwell, and Kung:said, “You know, I have got a 
bad temper,” which I didn’t answer. - The whole thing was on a very 
courteous plane. He didn’t rub it in that I had signed this thing. 
He said, “This was signed here,” and I just didn’t answer him. 

Mr. Adler: You gave him an opportunity yesterday to think it 
over and give a reply, you know, after he had had time for some 
deliberation. 

H. M. Jr: So he gave me his reply, which isn’t too bad. 

Mr. Bell: I understood you to say Kung. 

H. M. Jr: I mean Soong, T. V. Then I asked if he was ready to 
discuss troop pay or whom we should discuss it with, and he said, 
“Whom would you like to discuss it with?” 

I said it wasn’t up to me to say. 

He said, “As Acting President of China, I think it would be better 
to discuss it with me. After all, I am the boss,” or words to that 
effect. 

Mr. Adler: He is Acting Premier. The Generalissimo is the full 
President. He is the Acting President of one of the five yuans. 

H. M. Jr: He said Kung is finished. “He never can go back to 
China.” 

T asked him why, and he said, “You know, you can’t keep all these 
things hidden forever, and he was very angry that I put in my own 
Minister of Finance.” 

I said, “Why should we keep fhis a family matter?” I said, “Well, 
Mr. Bell is ready at any time to discuss troop pay with you. It 
took about five months last time, which I can’t devote to it.” 

He said, “As between nations, we will not bargain.” He said it 
asa matter of fact. 

I said, “If that is the case, I can do that. I don’t need Mr. Bell.” 
But where that leaves us opposite Kung, I don’t know. He flashed 
a letter. 

Mr. Adler: He showed me that letter on the plane. 

H.M.Jr: Hesaid he is the boss. 

Tell Mrs. Adler I want to get this back. (Hands Mr. Adler 
memorandum for the Secretary of the Treasury, dated May 9, 1945, 
from T. V. Soong.) I have confidence in Mrs. Adler. Just make 
a note. 

Mrs. Klotz: Well, what do you want to give it to him for? 
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Mr. Bell: Let him readit. 

Mrs. Klotz: We will give him a photostat. They won't read it, 
he said. They won't get to it, anyway. 

H. M.Jr: Yes, they will. 

So we will see what they say, and so forth, and so on. I haven’t 
gotten.any mail in two days. am going to call up Clayton and say 
that I am going to handle this one myself. We will see. We can’t 
all be negotiating with him. 

Mr. Bell: What is to be done at four o’clock? 

H. M. Jr: At four o’clock he will come back. 1 have asked him 
a couple of questions, whether he can think of some other five hundred 
million dollar fund and how much gold they will need for the next 
three months, you see. 

Mr. Bell: That is what he is going to tell you? 
Mr. Adler: The figure he will give you will be rather negative. It 
will reveal how much gold they expect to get for the next three 


months. 


H.M. Jr: Yes. 


(Book 845, pp. 333-345) 
May 9, 1945, 


4:00 p.m, 
GoLtp TO CHINA 


Mr. Friedman 

Mr. Coe 

Mr. Adler 

Mr. Soong 

Mr. Pei 

Mr. Ling 

Mr. Clayton 

Mr. Collado 

H. M. Jr: You didn’t show up at one o’clock. Wasn’t it made avail. 

able for you ? é 


Mr. Bell: No. I didn’t get a copy ofit. 
H. M. Jr: You were invited to come at one. That's the only one 


there is unless these boys made copies of it (indicating Memorandum 
for the Secretary of the Treasury dated May 9, 1945 from T. V. 
Soong). What did hesay, Frank? . 
Mr. Coe; We still think that of the various courses of action if 
ou can get them to see that it's for their own good to agree to segre- 
gate this and for all these funny businesses that they want to do they 
ought to-use their own money. That's the sensible thing. 
H. M. Jr: Well? > 
Mr. Coe: Well,*I think they may continue to press, but I think we 
ought not to yield in a day. 4 z 
H. M. Jr: No. hee would be a acidental, o o 
. Coe: Mr. Secretary, just the by we've rom our 
pM; o Switzerland of da secant in New York that they think is 
Walter Lichtenstein’s money, in the name of E Euy med Smath 
Foreign Funds has just checked up. So far they have found out that 


Smith allegedly is a friend of Lichtenstein. 
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H. M. Jr: It wouldn't mean the Chase Bank money by any chance. 

Mr. Coe: Guaranty. r Nc: 

H. M. Jr: Is it a big account? 

Mr. Coe: It's a half million. They found a half million in Guar- 
anty to his name. 

Mr. Adler: There's one point on which Mr. Soong is on weak ground 
in that memorandum and that's when he says we have never taken 
any exception on the way they’ve been selling gold before. 

H. M. Jr: He also said he has some memorandum which you 
agreed to. 

Mr. Adler: That was a pretty wensel-worded thing. 

H. M. Jr: Have we taken exception to that? 

Mr. Coe: As I got it, Clayton is only insisting on the obvious, that 
you don’t dishonor a commitment. He hadn’t really read the memo- 
randum which doesn’t dishonor the commitment. Therefore, such 
pressure as we can bring to get them to do something else with the 
money is entirely up to us. 

At Bell: They could have had this gold without the letter. Is that 
good ? 
pa (Off the record discussion.) 

(Dr. Soong, Mr. Pei and Mr. Lingenter the conference.) 

H. M. Jr: I hope you had no ill effects from my very poor lunch. 

Dr. Soong : Why it brightened me up. 

H. M. Jr: 1 wondered if since seeing you, you probably had time 
to maybe think about a few of the things we were talking about. 

Dr. Soong: Yes, I have discussed them with my people. 

(Secretary leaves conference temporarily.) 


(Mr. Clayton and Mr. Collado enter the conference.) 

H. M. Jr: Please, I’m sorry. ' 

Dr. Soong: There are two things that you wanted me to give you 
some information on. One is gold and the other is about some fund. 
Now, may I start on the gold first? We have sold already one 
million, seven hundred eighty-one thousand, two hundred and forty- 
four ounces up to May 5th, and the total sum was that. I think 
Mr. Adler has the figures. 

Mr. Adler: I had the figures up until the time I left. 

Dr. Soong: These are the figures. Mr. Pei sent them to Mr. Coe. 
That is equivalent to about one million, seven hundred seventy-four 
thousand, twenty nine American dollars. I was talking of Chinese 
dollars, which is slightly less. Now, on the basis of that in the last 
three months we have a record, February, March, and April, we sold 
in all one million, one hundred thirty-one thousand ounces. There- 
fore, our estimate for the immediate future— 

H. M. Jr: Pardon me. This last figure—is that Chinese ounces 
or United States? 

Dr. Soong: Chinese ounces, which is really very little difference. 
Very little difference. On the basis of that for the last few months 
one million, one hundred thirty-one thousand ounces, we would 
estimate for the future for any three months period we would require 
at least one million. That is our estimate. 
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H. M. Jr: Well, now, let me just get that. You will need say a 
million ounces for three months, let's say starting from today or 
Dr. Soong: Make it starting from up to the 5th of May. 

H.M. Jr: Up to the 5th of May? 

Dr. Soong: Yes, 

Mr. Pei: Our sales. 

Dr. Soong: 1 have already learned outstanding sales are equivalent 
to one million, seven hundred eighty-one thousand, two hundred 
forty-four ounces—that was already sold. 

H. M. Jr: Maybe one of your assistants would stay behind after- 
wards and make sure that we understand. Could they stay 
afterwards? 

Dr. Soong: Yes. May I give you some copies? 

H. M. Jr: Yes. 

(Dr. Soong hands the Secretary a tabulation of “Outstanding Gold 
Obligations of the Chinese Government” and “Estimate of Monthly 
Sales in the Immediate Future.”) 

H. M. Jr: Just so that we understand each other. They wouldn't 
earn their salary if they agreed right away. There will have to be 
some disagreement to show how smart they are, but anyway the 
figures I can understand irrespective of what went on in the past. 
You estimate you need one million ounces for the next three months. 

Dr. Soong: Yes, for three months. 

H. M. Jr: And that would take care of it and you could catch 
up with your future sales and enable you to go on a spot basis. Is 
that right? 

Dr. Soong: Yes. 

H. M. Jr: I can understand that and I’ll let my gentlemen plus 
Mr. Collado, 1f he would, stay afterwards and go over these figures 
so we understand them. Is that agreeable? 

Mr. Clayton: Yes. 

H. M. Jr: What else, Dr. Soong? 

Dr. Soong: Second, in your memorandum which you gave me yes- 
terday you suggested a stabilization fund. In my talk with you this 
morning you said that we might consider it a reconstruction fund. 

H. M. Jr: Well, you didn't like stabilization fund, so 1 said call 
it reconstruction fund. , 3 

Dr. Soong: Yes. Now as to reconstruction fund, I have some ideas 
aboutit. May I present it to you or read it to you? | 

H. M. Jr: Either way is all right. Would you read it? 

(Dr. Soong reads attachment A.) i d 

H. M. Jr: Of course we are always glad to sit down and discuss 
anything that would be to our mutual interest, but I don’t think that 
any of us here have had time really to do much planning beyond the 
winning of the war in the Pacific which you know is a very big un- 
dertaking. What I would like to do, with my associates in the State 
Department, is to give this thing careful consideration. 

Dr. Soong: Thank you. d +, Ier 

H. M. Jr: But I just want to reiterate what I said in E al 
memorandum and what 1 explained to you e ca 
our figures show—and you said you checked them at y A 
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hundred million dollars, which is not the amount in this country, 
and when we settle the troop pay you will have still more, and that 
out of that five hundred million dollars plus the balance of five hun- 
dred million credit, which is two hundred forty, vou could very easily 
reconstruct a fund of five hundred million dollars, whether it’s: a 
stabilization fund or reconstruction fund or any fund which is to be 
used for the good and the interest of China, and that fund intact 
would, as I told you, assist me in furthering China’s interest and over- 
coming certain things which were done while you were not in control, 
and for whatever it is worth I could then appear before Congress or 
whatever is necessary for any new undertaking that China might have 
in mind or we might have in mind together. And I would like to 
again courteously ask you if you would reconsider the possibility of 
constituting some kind of a fund or whatever you want to call it, 
whether it’s for stabilization purposes or reconstruction purposes or 
development of industry, whatever it is. It would put me in the 
position that any possible criticism of the use of the fund—whether 
certificates or purchase of gold and all that—it would enable me to 
be in a position that I wouldn’t have to apologize or explain. This 
is just a matter of bookkeeping. And so Í rather would like to ask 
Dr. Soong whether he would think this over, you see. Call it by any 
name you want. 

Dr. Soong: Mr. Secretary, I said I would gladly weleome your 
suggestions about the stabilization fund. However, if I just blot [sic] 
out the fund and tie it up, I would have to explain it at home. I have 
to explain it to my people, because after all what I’m asking from 
you now is not any new undertaking, you see. I’m asking you 
to kindly implement what you have already agreed to. It would 
come much easier for me if when this fund is established I could say, 
“Now, we need much more than that.” We need much more than that, 
therefore, the American Government will be ready to help us in such 
and such amount and we would take out five hundred million dollars 
or whatever it is. You will help me there, but for me to go back to 
my government and say I agreed to tie up this fund, and when there 
is no planning at all. I say, divorced from actual planning they would 
not understand it. ls 

H. M. Jr: Supposing ways were found to assist you in the shipping 
of gold, and I helped you to find ways, and then you find ways to 
help me to help you? See, that’s all I’m asking. It’s not coming out 
of your pocket or my pocket. But in the room here as amongst friends, 
we know that certain things happened that never would have hap- 
pened if you had been in charge. Now, there has been no publicity 
about the thing, but you tell me, and I know it, and it’s pretty gen- 
erally known in circles in China what is going on, and here we have 
been able to keep it within a very restricted Treasury circle and State 
Department circle. We've been very careful. Now, you never know 
when some of our newspaper correspondents will come back and 
write some story like Atkinson wrote when he came back. 

Dr. Soong: Which was disowned by his own editorials. 

H. M. Jr: I know, but they’re quoted, and when this time they are 
sending Senator Tydings to the Philippines, how do I know they 
won't send Senator Tydings to China, and I just am looking ahead a 


1554 MORGENTHAU DIARY 


little bit so that for whatever it's worth we can be on your side and 
be in the position to explain anything. Now, frankly, talking purely 
from this side of the war, while I want to do everything possible, I 
can’t do it as enthusiastically as I would like to. Now, what is it 
worth to you to have the United States Treasury enthusiastically 
back of this new regime which you’re heading for its very fine per- 
formance so that you have the full support which you deserve? 
And these aren't mistakes that you made but mistakes that were 
made during your absence, and I’m not going into details but you 
and I know what I’m talking about. No matter how strict taxation 
reforms you put in, the very fact that you haven't put in very strict 
taxation shows: that the money is there, otherwise you wouldn't be 


recommending these high taxes, and just at the time the impression T 
received and the impression I gave to Congress—and I could give you 
my testimony—was that. we would be consulted as to the spending of 
the money. That was the impression that I got. That's what I said, 
and certainly if we had been consulted as to this method of the use 
of the five hundred million dollars we never would have given our 
consent, and—but I don’t want you to answer me today. I would like 
you to think about it some more, and I think that if this fund, for what- 
ever good purposes you feel necessary, could be constituted, why, we 
certainly would bend every effort to make this gold available out of 
the shipping available to you just as rapidly as possible. There’s no 
question of making the gold available, but it’s a question of the speed 
with which it can be done. I think that I’ve also tried to be helpful, 
and as I said before, if you help me to help you, why I’d like to. I 
think that I could say, Mr. Clayton, that we are talking this way for 
the administration, I believe. 

Mr. Clayton: Yes, I think so. 

“se Soong: Mr. Secretary, I just want to make a few observations, 
may I? 

H. M. Jr: Please do. 

Dr. Soong: I understand your position and I am grateful to you 
for the considerate way in which you have outlined my position. There 
had been faulty handling before. I’m as responsible as anybody else 
and 1 don’t. mind its getting to the public. If they should criticize it, 
after all the Chinese Government is responsible. I don’t want neces- 
sarily that we shield that. Do you understand me? 

H. M. Jr: No. But still you don’t want to shake the confidence 
that the Generalissimo has and what he’s done, and it isn’t just you, 
it’s the administration that we want to uphold. f 

Dr. Soong: Mr. Secretary, I told the Generalissimo of the whole 
affair—I went into the room on the second morning I got a report 
they were double what they were previously—I went to the Gen- 
eralissimo and said there was something fishy about it. 1 said we 
ought not to be ashamed as a government to order immediate in- 
vestigation. It is not weakness if we find any faults and rectify them 
immediately concerning the past; if there had been any mismanage- 

ment, we owe it as a government to do it ourselves. Why should we 
be ashamed? Are, we to protect anybody? I’m not poe I’m 
not interested, nor is the Generalissimo. So you can take it trom me, 
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if there is any public criticism in this country, I’m ready to stand 
forward. I don’t want to put you in difficulty. 

H. M. Jr: That doesn’t help. Of the five hundred million dollars 
there's two hundred sixty million dollars which the Chinese Govern- 
ment have used for purposes which, frankly, 1 hope 1 will not be 
called before Congress to have to explain. 

Dr, Soong: On this matter, may I make one observation? Ata time 
when the bonds and savings certificates were sold I was not against 
it for the reason that it did represent at the time the market value. Of 
course, the native currency took a dip and continued dipping, see? 1 
did not protest then when the first allotment was made but I think it 
was faulty that the rates were not kept with the movement of the 
market. If we had succeeded in keeping the rates along with the 
market it would have been good, but for some reason, good, bad, or 
indifferent, the Minister of Finance held on to the so-called twenty- 
two hundred rate. 1 think this was stupid, but they stuck to their 

olicy. 
. HM. Jr: But you take, for instance, the very last days those cer- 
tificates were offered, fifty million dollars, wasn't it? 

Mr. Adler: In the case of the certificates over fifty million dollars 
were sold in the last month, but in the case of the bonds about ninety 
million dollars were sold in three weeks, and in the first eighteen 
months of the bond issue only about ten million were sold in the last 
three weeks. I think it was about three weeks. 2 

H. M. Jr: And if you 

Dr. Soong: I was not—Dr. Ling do you have the facts? 

Mr. Adler: In October, 1943, 

H. M. Jr: If you had foreign exchange, you could buy them at how 
many cents on the dollar? 

Mr. Adler: Yon could make several hundred percent profit on the 
bonds in October, 1943. e 

Dr. Soong: On this matter I say to you, yes. And I say it again, 
we can rectify it by tax certificates on excess profits, and I emphasize 
again I’m quite ready to do it. ] 

H. M. Jr: I appreciate that. I’m not going to say more than I 
have. All of us here want to be helpful. How helpful we can be rests 
in your hands. You think it ovtr and you decide, see? 

Dr. Soong: Right. I understand perfectly. 

H. M. Jr: It’s up to you, and if you should decide not to take these 
suggestions, and then at some future date we get unfavorable publicity 
and we're not able to be as helpful as we'd like to, then we'll all regret 
it, and I have had a little success in the twelve years I’ve been here in 
trying to foresee what might happen, and I’ve tried to explain to you 
how I feel. While I hold this position I can continue to be helpful. 

Dr. Soong: Yes. ' 

H. M. Jr: And this is a matter of rearranging your bookkeeping, 
that's all. It’s just a matter of rearranging your bookkeeping. A 

Dr. Soong: Yes, but it’s not myself. If it were my own opinion 
Td do it ina minute. I have my government to consider. I have rea 
peor et i ba i 

H. M. Jr: Don't tell me you have to consult ) 

Dr. Soong: Not Moscow. Moscow? 
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H. M. Jr: Like Molotov, 1 mean, when they get something. You 
know, unfortunately, I’m only fifty yards from the White House, so 
I can’t say I’ve got to consult the President. But we know you're 
in charge, Acting President, Foreign Minister, Finance Minister. 

Dr. Soong: Not Finance Minister. 

H. M. Jr: Well, you’re almost everything. 

Dr. Soong: I’m Acting President. But I have to consult the Gen- 
eralissimo and my colleagues. But I have my difficulties, you under- 
stand that, and therefore to suggest that I go back and say, well, the 
American Government is not taking any position on a prior commit- 
ment, but there’s a new thing coming up—we want to get American 
sympathy and support and American confidence most of all be- 
cause—— 

H. M. Jr: There is no question of any prior commitment. We're 
ready to meet it within the arrangements. We stand ready to ful- 
fill any commitment which was made, but that’s one question. The 
other question is that you have to decide after I, in the most friendly 
manner, explain to you how I think I could be helpful to you. Now 
you decide what my friendship is worth. Will you? And there are 
no hard feelings. That has nothing to do with it. We've made a com- 
mitment. We've honored a commitment, and on the other hand, if by 
rearranging your books here in America, it makes it easier for me— 
you think that over. 

Dr. Soong: Rigt. 

H. M. Jr: If you decide not to do that, I will obviously be disap 
pointed and I hope I won’t have to say six months or a year from now, 
“I told you so,” but anyway—this money will steadily grow that you 
aeerere and I think we understand each other. So you sleep on 
it an l 

Mr. Pei: Mr. Secretary, do I understand that in this case—the 
gold a oe United States Treasury will carry on this ship- 
ment? 

H. M. Jr: We will immediately study the gold question as to how 
we can accelerate the shipment of gold. We recognize we have a com- 
mitment and we will study that and find ways of accelerating the gold 
shipment. That's one question. The, other question is the one which 
I put to Dr. Soong to make things easier for me in the future vis-a-vis 
China. There are two things. $ k 

Dr. Soong: Thank you, Mr. Secretary, for your consideration. 

(Dr. Soong and Mr. Pei and Mr. Ling leave the conference.) 

H. M. Jr: We will see what happens and if he protests too much— 
what is a million ounces, thirty-five million dollars, over three 
months? 

Mr. Adler: In addition to one point. They really want one hundred 
million dollars in three months. 

H. M. Jr: How isthat, in addition? ; 

Mr. CoLLano: He needs one million seven in order to make [up] 

ars and then he wants a million. a ye > 
e _M. Jr: What he told me—his English is faulty—I want one 
million ounces starting with May 5th. 

Mr. Adler: In addition to this. 
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H.M. Jr: But he didn’t say that. 

Mr..CoHado: He wants a total of two million nine, which is about 
one hundred million. 

- H.M. Jr: I understood him to say one million ounces starting with 
the 5th of May. 

Mr. Collado: He needs one million eight to make up his arrears 
which come due up through October, and then he says that if he gets 
this additional thirty-three million every three months that that will 

ermit him to go on a spot sale basis and give up the forward sales, 

ut he still intends to sell.2a million ounces every three months, so 
that’s only the beginning—one hundred million-dollars now and thirty- 
three million every three months thereafter. 

H. M. Jr: The views I got listening to everybody was to sit tight 
and I’m ne so.sure that that’s right, but: I think we will just let this 
soak and- let's-leave him alone.and see what. he comes back with. 
He comes back with something good every time from the standpoint 
of China, but let that—— 

Mr. Collado: It’s good. 

H. M. Jr: But let's see, I haven't gotten anywhere today. 

Mr. Bell: You’ve got to change the name of this fund from Recon- 
struction to Post-War Reserve Fund. 

H. M. Jr: Red Cross. 

Mr. Coe: I think we better say monetary fund. 

H. M. Jr: How about babes in China, “Oil for the lamps of China.” 
Allright. We'll see, but if it’s agreeable, we'll let it soak. 


(Book 845, p. 349) 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: May 9, 1945 
To: Secretary Morgenthau 
From: Mr. Coe 
Subject: Gold for China 

The factors which dominate this problem are (a) the unsatisfactory 
record of use of the loan to China, including the public scandal con- 
cerning forward sales of gold, (b) the desire of the Chinese Govern- 
ment to use up the loan and further to transfer it from the Chinese 
Government.to private sources, (e) our gold policy, (cd) the wide lati- 
tude given the Chinese under the original loan agreement, and (e) the 
responsibility of the President and the Secretary of the Treasury, as 
indicated in statements to Congress, and the form of the resolution 
authorizing the loan. f 

With respect to the present Chinese pressure, there are three gen- 
eral courses of action possible: (1) to allow the Chinese to do what 
they wish with the loan, and to wash our hands of the business, de- 
fending ourselves by saying that Congress understood that we were 
offering a bribe, (2) to restrain the Chinese by screening the foreien 
exchange and supervising the individual projects for using up the 
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loan, and (3) in view of the impossibility of checking the Chinese in- 
flation by the use of foreign exchange, to set aside the remainder of 
the loan for use at such a time as it can fulfill ‘its stated purposes. 
The Treasury memorandum for T. V. Soong is based upon the third 
course of action. We attempt to get the Chinese to serutinize the 
remainder of the Joan until such a time as it can be effectively used, 
and we ask them to undertake with other resources the dubious pro- 
grams upon which they have embarked. It is recommended that we 
should pursue a different course of action over a period of time and 
that we should only desist when Dr. Soong has checked with his Gov- 
ernment and finally refused. At such a time we should consider 
whether it would be better to take responsibility for the particular 
measures used in China or wash our hands of the whole business. 
With respect to this latter problem, it is suggested that the record of 
those who have attended [attempted], in an advisory capacity, to su- 
pervise actions of the Chinese Government has not been good. 


(Book 845, pp. 352, 353) 


TREASURY DEPARTMENT InTER-OFFICE COMMUNICATION 


Date: May 9, 1945 

To: Secretary Morgenthau 

From: Mr. Coe 

Subject: Agenda for Second Discussion with Dr. Soong 


1. Is Dr. Soong agreeable to the proposal to set up a $500 million 
stabilization fund, using the remainder of the loan for that purpose? 

a. If he is, then China, herself, will be choosing to use the remain- 
der of the loan for this purpose. 

b. If he is not agreeable to taking this step now, we should stress 
the fact that on the United States side it is regarded as a very con- 
structive measure. 

2. Soong may say that this proposal contravenes your 1943 com- 
mitment to furnish gold. 

a. Actually it is essentially an alternative proposal for the use 
of the loan entirely in accord with the 1942 loan agreement, the Sec- 
retary’s statements before Congress on the loan, and Dr. Kung’s cable 
of April 20, 1942. 

b. It would be agreeable to the United States to convert the re- 
maining $240 million of the loan into gold and place it in the pro- 
posed stabilization fund. 

8. Soong may say that the remainder of the loan should not be held 
for a stablilization fund but that $180 million of gold from it should 
be moved rapidly to China for sale there. 

a. With regard to gold shipments for the settlement: of arrears on 
the present program of forward sales of gold. 


(1) The program is a public scandal in China and may soon be- 
come so here. 
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(ii) In view of the Secretary’s statement to Congress and the Joint 
Resolution authorizing the loan, the Secretary would be most em- 
barrassed to have the loan used for a program such as forward sales. 

(111) We therefore advise that the arrears on this program be 
cleared up by the Chinese with other funds and in such ways as they 
deem best. We will endeavor to facilitate the shipment of gold from 
other funds over the next months for this purpose. 

b. As stated in yesterday’s memorandum, the Treasury believes that 
the Chinese should terminate the program of forward sales of gold. 
The Treasury does not believe that these sales are making an effective 
contribution in the fight against inflation and believes that it will 
continue to be difficult to arrange shipments against varying and un- 
predictable forward sales. 

c. With regard to further spot sales of gold in China, the Treasury 
has repeatedly indicated to representatives of the Chinese Govern- 
ment that the sale of gold is not an effective anti-inflationary meas- 
ure, and both the past record and the existing situation in China 
strengthen the Treasury’s conviction. The Treasury, however, will 
be glad to review the situation with Dr. Soong in the light of any 
fresh data and of the considerations the Treasury has placed before 


him. 


(Book 846, pp. 27, 28) 
May 10, 1945. 
10:03 a.m. 


HM Jr: Hello. 
Operator: Dr. Soong. 
HM Jr: Hello. 
Dr. T. V. Soong: Hello. 
HM Jr: Good morning. 

S: Good morning. i 

HM Jr: Dr. Soong, Morgenthau speaking. 

S: Yes, sir. 

HM Jr: I just got your letter and Mr. Coe will be available to meet 

with Mr. Pei and Dr. Ling any time. 

S: Mr. Coe? ° 

HM Jr: Mr. Coe, Frank Coe. 

S: Yes. 
.HM Jr: Soany time that they want to come down he will be—— 
S: Good. Fine. 

HM Jr: Soif they wìll call him. 

S: Yeah. 

HM Jr: He's available any time. 

S: Yeah. Mr. Morgenthau, about my letter, will you please nc- 

knowledge to me so that I could inform my people. 

HM Jr: Oh, you want an answer? 

S: Yes. I’m going to San Francisco, see? 

HM Jr: Ol, I see. 


S: Assoon as I can get an acknowledgement f 
z rom you. 
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HM Jr: l see. Welt, we'll draft an answer and we'll try to get it 
up to you early this afternoon. 

S: Thank vou very much, Mr. Morgenthau. 

HM Jr: Right. 

S: Goodbye. 

HM Jr: I'll see you when you get back. 

S: When will you get back, Mr. Secretary ? 

HM Jr: I'll be back here—well, T'I] be in Washington Sunday, but 
pas o Sunday night here and I’m speaking in Buffalo Monday. 

ie see. 

HM Jr: TIl be in Washington Sunday afternoon, and then I’ll be 
away Monday and I'll be back here Tuesday. 

: Isee, I see. 

HM Jr: I'll be back here Tuesday. 

S: Thank you. 

HM Jr: Thank you. 

S: Thank you for all your kindness. Goodbye. 

HM Jr: Goodbye. 


(Book 846, pp. 238-240) 
EXECUTIVE YUAN 
NATIONAL GOVERNMENT OF CHINA 


ATRIL 28, 1945. 


My Dear Mr. Secrrrary: With reference to the amount of 
$60,000,000 not yet earmarked under the $500,000,000 credit, I in- 
structed Mr. Hsi Te-mou some time ago to request your Treasury to 
have this amount earmarked and transferred for the payment of bank- 
notes ordered by The Central Bank of China from the American 
Bank Note Company and the Security Banknote Company. 

I have now received a telegraphic request from Mr. O. K. Yui, 
Minister of Finance in Chungking, to apply to you for an amount of 
$25,000,000 to be drawn from the balance of $60,000,000 above re- 
ferred to, for the purchase of cotton‘ goods to be shipped to Chung- 
king. As our order for banknotes has been reduced, I wish to amend 
my previous request and now have $35,000,000 earmarked for printing 
of banknotes and $25,000,000 for purchase of cotton and cotton goods. 

I might mention here the following orders for banknotes have been 
granted: 

1. American Bank Note Company : 


Order for steel engraved notes 2,000 Million pieces at $8.25 
per 1000____________-______-_-_.------------------------- $16, 500, 000. 


2. Security Banknote Company : 


ler for litt , 2,000 Million pieces at $5.50 per 
(a) oe a coco ap REE Bm 32:7) Per Prins, 


$8.25 per 1000____--------------------------------- 7, 425, 000. 
THOT oe re $34, 925, 000, 
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I shall instruct Mr. Hsi Te-mou to arrange with Mr. Friedman of 
your Department regarding the details. 
With kind regards, 
Yours sincerely, 


H. H. Kune, 
The Honorable Henry Morcentuav, Jr. 
Secretary of the Treasury, 
U.S. Treasury, 
Washington, D.C. 

Executive YUAN 
NATIONAL GOVERNMENT OF CHINA 
May 4, 1945. 


Hon. Henry Morcentnav, JT., 
The Secretary of The Treasury, 
Washington, D.C. 

Drar Mr. MorcGENTHAU: Your two letters, in reply to my letters of 
March 30th and 31st, have just come to my attention. As my doctors 
have kept me from attending to official business for a number of days 
following my operation, I regret that it has not been possible for me 
to acknowledge your letters earlier. 

I most sincerely thank you for your kind expression of concern 
over my health and am happy to be able to tell you that my operation 
has been a complete success and that I will be able to lead a normal 
life again in a short time. 

In compliance with your suggestion, I have designated Messrs. Hsi 
Te-mou, Ts-liang Soong and Chao-ting Chi to get in touch with your 
staff in the Treasury to obtain agreement on the figures on the amount 
of Chinese currency advanced by the Chinese Government and the 
Central Bank of China to cover U.S. Army expenditures in China. 

I deeply appreciate your readiness to discuss with me the question 
of the stabilization of China’s currency and related matters which 1 
raised in my letter of March 30, 1945, and am anxiously looking for- 
ward to the day when we can get together again to talk over these as 
well as other matters of mutual jnterest and concern. 

With best personal regards, 

Sincerely yours, 


H. H. Kune. 


(Book 846, pp. 153, 154) 
May 12, 1945. 
To: Mr. Collado 
From: Mr. Coe 
Would you please transmit the following cable to the American 
Embassy, Chungking, China: 


“ORGENT 


“1. Treasury would appreciate, as soon as possible, digest of any 
newspaper information or comment on gold scandal-in addition to 
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articles in Hsin Min Wan Pao, April 6; Hsin Hua Jih Pao, April 10 
and April 17; Shang Wu Jil Pao, April 10 and April 17; Ta Kung 
Pao, April 14 and April 15. 

2, It is also suggested that the Embassy should make discreet 
inquiries as to the present status of official investigations of the 
scandal.” 

Charge Appropriation: TX 387 


SA/ISF/efs 5/11/45 
(Outgoing telegram) 


DEPARTMENT OF STATE 


DIVISION OF CENTRAL SERVICES, TELEGRAPH SECTION 


May 12, 1945. 
7 p.m. 
GEM 
This telegram must be paraphrased before being communicated to 
anyone other than-a Governmental agency. 


Secret 


Urgent. 
AMEMBASSY 
Chungking 
715 

1. Treasury would appreciate, as soon as possible, digest of any 
newspaper information or comment on gold scandal in addition to 
articles in Hsin Min Wan Pao, April 6; Hsin Hua Jih Pao, April 10 
and April 17: Shang Wu Jih Pao, April 10 and April 17; Ta Kung 
Pao, April 14and April 15. 

2. It is also suggested that. the Embassy should make discreet in- 
quiries as to the present status of official investigations of the scandal. 

WARNING: For security reasons the text of this message must 
be closely guarded. 

Grew 
(Acting) (GL) 

FN :GFLuthringer :ST 5/12/45 


(Book 847, pp. 33-44) 


May 15, 1945. 
5:00 p.m. 
Gorp TO CHINA 
Present: 
Mr. D. W. Bell 
Mr. Friedman 
Mr. Adler 
Mr. Coe. 
Mr. White 
Mrs. Klotz 
Mr. Pehle 
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H. M. Jr: T. V. Soong wrote me a letter and said he was leaving 
town. What day was that? Thursday. F 
Mr. Coe: They know your. movements better than we do because 
one day I said you wouldn't be in until over this last weekend and 
T. V. was mad and said, “I understand he is going to be in Sunday.” 


(Laughter.) I don't ses how he could have known because I only 
knew it Saturday noon. 

Mr. White: He didn't ask to see you, did he? 

H. M. Jr: What? So 1 thought we'd have a little preliminary 
meeting, but maybe we won't have to have it at a quarter of nine if 
we have 1t now. 

“Mr. White: I think it’s better to have it now because we have a 
memorandum prepared, and we thought that it would be preferable 
to get State Department concurrence in it, but we didn’t have a 
chance to clear it with you, so what we did is send over a carbon copy 
saying you hadn’t finally approved it yet, so if you want to change, 
it we can without commitment. On the other hand, they'll have a 
chance to see it this afternoon. 

(Mr. Coe reads “Memorandum for the President, Subject : China.”) 

“Tn accordance with your instructions, I have been discussing the 
Chinese request for about $200 million of gold with the other govern- 
ment. agencies concerned and with Dr. T. V. Soong. 

“Tt was agreed by all the agencies concerned that— 

“(a) we are anxious to give full support to an effective anti- 
inflationary program for China; 

“(b) the gold sales policy, which was initiated against Treasury 
advice, is not an effective anti-inflationary device; f 

“(e) the history of the Chinese uses of the $240 million which 
they have so far received from the 1942 $500 million loan 
threatens to become a scandal in the United States as well as in 
China; 

“(d) the exhaustion of the $500 million loan would invite re- 
quests for additional financial aid probably on a larger scale. 


“Therefore, I gave Dr. Soong a memorandum endorsed by the 
State and War Departments and the Foreign Economic Administra- 
tion in which we proposed to DreSoong— 

“(a) the establishment of a $500 million Fund for combating 
inflation and stabilizing Chinese currency, to be constituted from 
the outstanding $240 million of the 1942 $500 million loan and 
from China’s very substantial dollar balances, and 

“(b) the termination of the present gold sales program and 
the continuation of only limited shipments of gold to China to 
be financed out of her dollar balances. 

“Dr. Soong, in reply, insisted that China must have the nearly 
$200 million of gold out of the remaining. $240 million of the 1942 
loan. He cited commitments made in July 1943 by Mr. Roosevelt 
and myself under the $500 million financial aid agreement. By so 
doing, he was, in effect, turning down our proposal for a $500 million 
Fund for combating inflation and stabilizing China’s currency.” 

(Mr. Friedman enters the conference.) 
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H. M. Jr: You have the timing of this wrong. He flashed that 
letter on us first. 

Mr. Coe: What? 

H. M. Jr: He flashed this letter on us first and then we made the 
suggestion afterwards, I think, if my memory serves me right. 

Mr. Coe: I don’t think we say anything in here about the timing. 

H. M. Jr: Wait a minute: This gives the wrong impression. Dr. 
Soong in reply cited commitments made by us. By so doing, he was, 
in effect, turning down our proposal. I don’t think we made the pro- 

posal until after he flashed that letter on us. 

Mr. Coe: No, sir. We handed him a memo in a meeting in your 
office. In the middle of that discussion he referred to the letter, and 
then he went to see Clayton and showed him that. 

H. M. Jr: Are you sure of that? 

Mr. Bell: That's the way I remember. He read the memo first. 

Mr. Coe: And asked to speak to his colleagues in Chinese first. 

H.M. Jr: If you say it’s all right—go on and read. 

Mr. Coe: “He stated that he was referring the question of the 
Fund to the Generalissimo, but if we accede to his request for the gold 
immediately, such a reference would be purely formal. 

“The present Chinese gold sales policy has culminated in a public 
scandal in China. To make large shipments of gold to China at this 
time, particularly without making every effort within our commitment 
to induce the Chinese to withhold their request, would make the ad- 
ministration vulnerable to criticism at home. 

“It was implicit in all our arrangements with the Chinese that ef- 
fective use be made of the funds made available to them from the 
$500 million financial aid. Dr. Soong advanced no new argument for 
us to revise our judgment that the sale of gold is not an effective anti- 
inflationary weapon and that it represents a dissipation of China’s 
foreign exchange assets wliich she will desperately need to restore 
economic stability. 

“The State Department has concurred in the suggestion that I 
therefore inform Dr. Soong that: 

“(a) You feel that the Chinese should give most serious con- 
sideration to our recommendation for the establishment of a 
$500 million Fund, and” 

Mr. Bell: Meaning the President? 

Mr. Coe: Meaning the President. Maybe we should say that. Say 


$ H. M. Jr: Justaminute. All right. 
Mr. Coe: i , 

“(b) You agree that it is in the best interests of Chinese- 
American relations that China withdraw for the time being her 
request for immediate heavy shipments of gold. ] 

“With respect to the Chinese requests for trucks and textiles, after 
discussion among the various agencies concerned, we were able to 


assure Dr. Soong that there was every likelihood that his request for 


4.000 trucks would be met. Dr. Soong was informed that the tex- 
? 


25 cituation was very tight and that it would probably be another 
o o before any definite decision could be reached since the 
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overall situation was now being reviewed. The.agencies concerned 
are also going forward with discussions for enlarged lend-lease aid 
to China.” 

H. M. Jr: The first thing I want, please call up whoever has a copy 
at the State Department. I want them immediately withdrawn, im- 
mediately. I’m not going to follow this position. It’s ridiculous. 
Will you please, wherever they are, get them right back. 

(Mr. Friedman leaves conference temporarily.) 

H. M. Jr: I mean, you just keep going over the same ground, 
the same ground, the whole time. This doesn't make it plain to the 
President of the United States that these people own this gold, that 
I, over my signature, told them they could have two hundred million 
dollars worth of gold. 

Mr. White: That's where 1 disagree. 

H. M. Jr: I know you do. 

Mr. Bell: You did that the other day too, didn’t you? What did 
we say the other day in a letter? 

Mr. Coe: We said to them in a letter that we were prepared to give 
every consideration to methods of accelerating gold. 

Mr. Bell: After he flashed that letter; 1 think that's right. 

H. M. Jr: We're just going back again over most recent letters. 
That’s the point you made. 

Mr. White: The Act which turned that over to you is pretty specific 
on the question. 

H. M. Jr: I'm very sorry, Harry. I wrote him a letter again the 
other day. 

Mr. White: There was behind all this oral discussions, and it im- 
plies the fact that any money you gave would be effectively used. 
There were several discussions which brought out that fact that they 
were supposed to be using it wisely. 

H.M. Jr: Is there anything in writing? 

Mr. White: And they're not using it wisely. 

H.M. Jr: Anything in writing? 

Mr. White: No. I think that the time to stop that is now. 

H. M. Jr: But this memo is going back again on the letter I sent 
him Thursday. If I handed this to the President, it goes back again 
to the letter 1 did Thursday. o 

Mr. Coe: The letter you gave them Thursday, Mr. Secretary, said 
that you were considering it. Have you got it? 

(Mr. Friedman reenters the conference) 

Mr. Bell: I thought we said we'd take every step to accelerate ship- 
ment of wold. 

Mr. White: Yes, but there’s one phrase that’s missing in that, and 
that is you continue our present 

H. M. Jr: Look, Harry, using your own language, you have told 
me repeatedly we're skating on very thin ice. You told me that the 
other day. 

Mr. White: That's right because we don’t have anything down in 
writing and there are reasons why we con't. We don't have to go 
into the history of it. It wasn’t any oversight. When those things 
develoned 
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H. M. Jr: We did it because we don't believe it would be helpful to 
them. 

Mr. White: It was going down the drain. We’ll assume that that 
was the political situation at that time, Now at this time, yowre 
bringing it to the attention of a new President that they are using this 
money badly from a economic point of view. Your decision can be 
over-ridden but it seems to me important that you make that record 
and that decision now, because the last few statements are simply to 
the effect that it’s being badly used from an economic point of view. 
If he can say it, it may be very well, but politically they have to have 
it—you say okay. 

H. M. Jr: I say, as I informed you yesterday, the Treasury will con- 
sider statements to accelerate gold shipments to China. 

Mr. White: That's all right, but that doesn’t mean giving two hun- 
dred million dollars. We've given them twenty-four million in three 
years—we'll give them three million a month. 

H. M. Jr: And here you people—in this memo you say that he 
was—here you practically say I won't give them any gold. 

Mr. White: There was one phrase that was left off on this. 

Mr. Bell: “(b)” 

Mr. White: “(b)” should have said “and we will continue—” or 
“we will accelerate our present rate of shipments.” But he wants two 
hundred million. 

H. M. Jr: China withdraws for the time being her request for im- 
mediate heavy shipment. 

Mr. White: That’s two hundred million, the heavy shipment. 

Mr. Coe: Since they've started talking with us here, they have 
upped their demands rather than reverse. 

Mr. White: Could I be the devil's advocate ? 

H. M. Jr: Hold on. Don't be the devil for a minute. Let me just 
get a report where this thing stands. What have you got and what are 
they asking for? 

Mr. Coe: They now ask for one hundred ninety million dollars 
worth of gold, in other words, the total remainder of the two hundred 
million. They want us to make commitments that we will deliver it 
to them in New York within the mext eight months. They came in 
originally asking for sixty million ¿o make up the arrears on what 
they owe. Dr. Soong, in your conference, made a proposal which I 
thought was limited to the next three months, but frankly I didn’t 
understand it. i 

H. M. Jr: He did say so. : 

Mr. Coe: That's what I thought, but I didn’t understand it. 

H. M. Jr: Well, the next three months 

Mr. Coe: I haven’t seen it. SE 

H. M. Jr: I said for the balance of the year, and he said, “Dd rather 
make it for the next three months, say.” 1 had said, “Starting when,” 
and he said, “Since the last shipment.” I think 1t was May 5 if my 
memory POH AE 

: : His records went up to May 0. 
ers He said from May 5 it would be three months. 
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Mr. Coe: That's right, but the manager of the bank came in and 
delivered a memo signed by Soong in which they asked for a definite 
schedule for the entire balance of the gold. 

H. M. Jr: Let me just make a little speech before Mr. Harry White 
becomes the devil or the devil's advocate. Here is the situation, the 
way I see it. I think that the Treasury, up to this time, has been 
correct. And 1 certainly am part and parcel of this policy of slow- 
ing down the shipment of gold just as much as we could, because 
it wasn’t good for them, and looking forward to the day they really 
need the money. And it's there. If they get it now, we'll have to 
give them more later on, so we're giving it twice. Now we ask 
advice all over this town, Other departments are involved, and they 
all tell us to sit tight and thumb our noses at the Chinese. I find out 
they will most likely get four thousand trucks, but they’re not going to 
get anything that they really need to help them in the way of fighting, 
that is, cotton goods, or whatever they have to have. So far the 
Administration has not taken any position. Now, wholly on my own 
and irrespective of Clayton, I’m trying to see what the target is. As 
I said last night in my impromptu speech, we have two targets. One 
is we have to first defeat Janan. and the other target is to liberate 
China. That's the target as I see it. Now, I feel that from informa- 
tion I’ve got, and so forth and so on, that the Chinese are beginning 
to fight now. That seems to be fairly well substantiated, and there's 
a determination to fight, and if we can get these people to fight and 
put in several million men, that means saving lives, many lives, and 
it’s a very inexpensive investment: and just because the other parts 
of the Administration fall down—I don’t think Clayton was advised. 
I think he and 1 had a bad night, and he decided that we ought to do 
something too. It’s unfortunate John Carter Vincent wasn’t here 
during that period, or White, because they both have the background, 
and Coe did the yery best he could which was very good, with the 
assistance of Friedman and Adler. Now, I was going along with these 
fellows up to a point, and I suddenly made up my mind this was all 
wrong, and I’m just going to turn a somersault on this thing, and I 
want to do it; and, particularly when I see that my written word and 
the promise of Franklin Roosevelt is at stake. Now, I haven’t got a 
leg to stand on. Never mind what I told the Congress. Never mind 
what I say they told me. They get very vague about it, but unfortu- 
nately we have nothing in writing. But there is my written word you 
can have two hundred million dollars worth of gold. Then, for some 
reason or other, Kung was very dumb on this thing. He didn’t force 
a We always thought he would. You couldn’t understand why he 

1dn't, 

Mr. White: That's right. 

H. M. Jr: And this fellow is smart. He comes along and first thing 
he says is: “Mr. Morgenthau, what are you going to do about it? 
Is your written word good or not?” And the only answer is “it is.” 
Now, even though I didn't have my written word—that influences me 
greatly, having given that, and he has gone over and told that to 
President Truman—as between governments, I don't think we have 
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a leg to stand on. Even if the Chinese weren't fighting with a letter 
over my signature that they could have this, I think I’d be inclined 
to say it’s yours. Now, I’mthrough. 

Mr. Coe: Would you let us 

H. M. Jr: Now White can have a chance. 

Mr. Coe: Harry, I wonder if you'd let us read to the Secretary 
what I’m not sure you have read, though we've referred to it several 
times—the kind of publicity there is out there on this. 

Mr. White: He assumes it’s bad. 

H. M. Jr: You told me they had in their House or Parliament 
there, they've had criticism, etc. 

Mr. Coe: Yes, but 

H. M. Jr: Let's say it’s scandalous. 

Mr. Coe: It is. 

H. M. Jr: Allright. It’sscandalous. 

Mr. White: Mr. Secretary, the way I feel about it is this. The 
Congress turned over five hundred million dollars for the Secretary 
or the President to use under such terms as they saw fit, for the pur- 
pose of combating inflation and stabilizing the economy. In other 
words, you hada responsibility. 

H. M. Jr: That isn't written in the bill. 

Mr. White: Oh, it’s a 

Mr. D. W. Bell: It’s a loan. 

Mr. White: Have you a copy of 1t? 

Mr. Coe: The bill says on such terms and conditions as the Sec- 
retary of the Treasury, with the approval of the President, finds 
it to be in the national interest of the United States. 

Mr. White: And further discussion amplifies that. 

Mr. Bell: That's quite different from fighting inflation and 
economy. 

Mr. Coe: The legislative 

H. M. Jr: And, may I just interrupt you. I made the statement, 
and this time I'm positive of it. When I appeared before the Com- 
mittee, I said, “Gentlemen, in recommending this loan, I want to tell 
you you should assume we'll never get it back.” f 

Mr. White: That's right. That's a separate matter. That's quite 
true. 

H. M. Jr: What does it say? What’s the purpose of the loan? 
Let's get this thing straight. ] 

Mr. White: You want to get it. Do you have the file with the sub- 
sequent contract with the Chinese ? r 

Mr. Friedman: 111 look for it, Mr. White. 

Mr. White: Have you got it there? 

Mr. Friedman: It should be here. i ye 

Mr. Coe: We've got this part in which you assured the House 

ittee—— 
Cor White: No, he wants to read the bill. The assurance you can 
vive him later. Why don't you get the regular bill? 

Mr. Friedman: Excuse me. 
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(Mr. Friedman leaves conference temporarily) 

Mr. White: Dropping that for a moment until he comes back, Mr. 
Secretary, it’s entirely true. You wrote that letter, and I think 
there's a way of wriggling out. The wriggling out is justified on 
the grounds that they are not using this money wisely, and what 
you're saying, in your responsibility to assume that they are going 
to use this money well, is that they are not using these funds effec- 
tively, and that was the supposed purpose of the grant. Now then, 
if there are, as you indicate, political reasons or military reasons why 
you want to give Chiang Kai-shek two hundred million dollars in 
gold, even if he throws it in the ocean or wants to give it to his friends, 
L say that should not be your decision in the record. That should be 
something for the President to say, or the Secretary of State, or the 
military people, to say that you have an obligation to hold a check 
on that expenditure so long as it isn’t wisely spent, and you ought to 
tell the President this isn’t being wisely spent, isn’t doing any eco- 
nomic good. I don’t think it’s getting them to fight either, but that’s 
a separate problem. 

H. M. Jr: Let me say this. I don’t like this memo. I won't have 
any part of it. I’m prepared to say to him, when I see the President 
of the United States, that we have given this money, we are lending 
this money to the Chinese, and I think it’s going down a rat hole, but 
I want a copy of my letter to take with me, this letter where I say they 
could have it. Have you got that? 

Mr. Coe: Yes. 

H. M. Jr: Be sure to let me have that tomorrow. I would tell him 
that on such and such a date, I said that; and if you could give it to 
me based on what President Roosevelt said somewhere else—if we 
know what he said, Frank. 

Mr. Coe: Yes, I’m getting it. 

H. M. Jr: “Here's the situation, Mr. President, based on my com- 
mitment.” 

Mr. White: Which was also made for political reasons at that time. 

H. M. Jr: Allright. “Now, I think it's money down the rat hole, 
but here’s the situation, and from what I gather around, I’m willing 
to let them have it provided you know what the cireumstances are.” 
And Pll go further. I’m going to recommend to him that we do let 
him have it. N 

Mr. White: I think where we part company is on two things, one, 
that it would seem to me that the mere fact of having written a two 
hundred million dollar letter should not commit you to a policy of the 
rate of speed, because yow're going to give it to the Chinese Govern- 
ment. It’s not like you were trying to withhold it from the Govern- 
ment. The question is to use it most effectively, and I think you 
should very definitely state In writing that this money is not being 
used wisely but badly, but that 1f you think for political reasons they 
should have it [sentence incomplete]. 


1570 MORGENTHAU DIARY 


(Book 847, pp. 75-97) 
May 16, 1945 
8:45 a.m, 
GOLD TO CHINA 
Present: 
Mr. D. W. Bell 
Mr. Adler 
Mr. Friedman 
Mr. Pehle 
Mr. Co6é 
Mr. White 
Mr. Collado 
Mr. Clayton 
Mr. Crowley 
Mrs. Klotz 


H. M. Jr: Frank, how do you know that T. V. Soong—that that’s 
his personal stuff ?* 

Mr. Coe: We simply know that those are corporations that have 
been connected with him. 

H.M. Jr: He might be a director. 

Mr. Coe: That’s right. 

H. M. Jr: That doesn't mean that's his money personally. 

Mr. Coe: That's right. We said corporations affiliated with him, 
didn’t we? 

H. M. Jr: Attached hereto is a table giving names of principal pur- 
chasers of United States Savings Certificates. 

Mr. Coe: And they are grouped according to— 

H. M. Jr: But there’s no reason for me to believe that that is 
Soong’s. There is nothing to indicate that. They are simply cor- 
porations. Who didthis? 

Mr. Coe: I’m sorry, I don’t understand the question. 

H. M. Jr: It’s very simple. 

Mr. Coe: They’re Soong’s companies according to our informa- 
tion. He’s the dominant factor in the companies. Some of the 
profits made on those transactions—— wl i 

H. M. Jr: Look, I picked this thing up. Suppose I take this thing 
over. It says “Attached hereto are names of principal purchasers of 
United States Savings Certificates,” and here’s the list. 

(Mr. Bell enters the conference.) 

Mr. Coe: We can’t prove that Soong owns fifty-five percent of the 
stock of those companies. d 7 

H. M. Jr: You can't? You boys have been telling me right along 
that Soong owns most of this stuff, and that's misleading. 

Mr. Adler: 1t's his bank for all practical purposes. 


*Hnndwritten memo: See Book 845, p. 283. 
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H. M. Jr: Suppose I’m president of a bank and my bank happens 

to buy a million dollars worth of certificates, that doesn't mean I’m 
crooked. Ithink it’s completely misleading. i 

Mr. Coe: Mr. Secretary, if you were called when you asked for 
this list and said that you were going to— 

. Jv: I don’t want to take up more time. 

Mr. White: If he’s the chief stockholder, it doesn’t mean he’s 
crooked, but it means he’s got the chief benefits from the purchase. 

H. M. Jr:-Look—Pve been told three times that these: people in- 
dividually have purchased this gold. 

Mr. Coe: I don’t think I ever said individually. 

H. M. Jr: It says individually there, and I’ve been told individual- 
ly, but anyway— 

Mr. Coe: Well, I asked you not to show the list to T. V. Soong, if 
you recall. 

H. M. Jr: Youre right. One more thing, and then I’m through 
scolding. The next time I send word a couple of hours in advance 
that I want to take up the Chinese or any other matter, I don’t want 
to be fishing"all over the lot for papers. I want them ready like this, 
if you please. Or any other subject—where you get a couple of hours 
notice and know yowre going to take them up—have everything to- 
‘gether so that I can work, if you please. 

Mr. White: This is all right. All you have to do is reword it a 
little differently. Say the purchasers have been these companies 
and from our information T. V. Soong is an important director or 
large shareholder of each one of these, or something like that. 

H. M. Jr: Supposing I'd used it with President Truman. 

Mr. White: Itshould be more carefully stated. 

H. M. Jr: That's all I’m saying. That thing to the President— 
there’s no reference there to gold—to the President’s conversation with 
Madame Chiang Kai-shek. 

Mr. Coe: That’s all we have. 

H. M. Jr: May Ihave that? 

Mr. White: These purchases are legal, no question of their 
legality. a 

H. M. Jr: If it’s that, I don want to use it. I thought they were 
individual buyers. Maybe that’s what I was hoping. 

Mr. White: They’re too smart for that. | 

Mr. Adler: You have some pretty striking cases even so, the 
Ambassador buying about one hundred forty thousand dollars worth. 
Of course there’s no proof of how he did it. 

Mr. White: The fault isn’t theirs. They should have bought them. 
They just knew about them. They’re legally able to buy them. You 
can’t blame anyone for ‘buying something that will net three hundred 
percent profit within a year or two. The charge is against the govern: 
ment,-not them as individuals. They happen to be the government: 

Mr: Bell: Soong said he was going to tax them: 

Mr. Adler: Notthese. He says the gold. 

Mr. Bell: On the gold. 
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H. M. Jr: I started this thing. Here's the memorandum to the 
President from me July 15th. On July 14th we sent a message to 
H. H. Kung, the Chinese Minister, informing him that the Treasury 
was prepared in principle to agree to the Chinese request to purchase 
a hundred million in gold on the five hundred million as a satis- 
factory means of helping to check inflation in China. 

Mr. White: We stuck the words “in principle” in there—to say 
there's a difference between agreeing to principle and agreeing to 
schedule—that’s the reason “principle” was put in. In so far as we 
had any flexibility we tried to weaken 1t by sticking in the word 
“principle”. 

H. M. Jr: Look, again, I don't want to keep harping—when we first 
started this discussion, Frank, just for the future—this is the kind 
of thing 1 should of had before 1 saw T. V. Soong the first time. 

Mr. Coe: I’m sorry, we had a book up for you which I didn’t give 
you. We had an elaborate book the boys had got up on this. 

H. M. Jr: If 1 could have read this whole thing for an hour before- 
hand I would have been thoroughly posted. 

Mr. White: A too elaborate book frightens him; he won’t read it. 

H. M. Jr: I don’t frighten so easily. No, I mean when we were 
going over the thing we had a little meeting beforehand, didn’t we? 
Just for the future, so I could be more effective—I can’t—it’s impos- 

sible to read all of these things; at least I can’t. 

Mr. White: You don’t assume we do, do you, no? 

H. M. Jr: I’m assuming that you do, yes. I assume that you do. 

Mr. Bell: General Somervell called last night and wanted to know 
what the final decision was on the gold and whether or not he was to 
do anything. Itold him Td have you call him. 

Mr. Coe: Collado rang and said he was trying to write a letter and 
didn’t see how he could. 

Mr. Bell: On the political front. 

Mr. Coe: Hesaid he was having a hard time. F. 

Mr. White: They told us privately they don’t believe it's politically 
necessary. 

H. M. Jr: It says here—this is from Kung to me on the 24th of 
July, “It’s intended to transfer the gold to China to be sold in order 
to withdraw currency from circulation.” f 

(Secretary holds telephone conversation with Mr. Connelly.) 

(Mr. Crowley and Mr. Collado enter the conference.) 

H. M. Jr: Have you got that letter, Mr. Collado. e ' 

Mr. Collado: I can’t say we have. We had a very lengthy discussion 
last night and resolved to go home and sleep on it. 

H. M. Jr: How did you sleep ? , 

Mr. Collado: I slept sufficiently well. I don’t know how the other 
slept. A E 
popar T My advisers recommend to me that if we’re going to do 
this gold, it would be a very nice thing if the State epee ment e 
ated by writing me a letter stating for political and military necessit y 


- uld do it. E 
ay ae olas - That would be all right. 
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H. M. Jr: That would be the reason, you know, because for inflation 
from the standpoint of good finance we can’t see it. So, we thought 
that—what has happened to your position ? 

Mr. Collado: My position is exactly the same as your people's. 

H. M. Jr: Yes, but you can’t see it. 

Mr. Collado: So, strangely enough, I think are the political officer’s; 
I mean, the people in the Far Eastern Division. Perhaps I shouldn’t 
say, but I think Will Clayton 

H. M. Jr: I was going to say Mr. Clayton is very keen to have him 
to it. 

Mr. Collado: I know he is: We weren’t really able to finish it up 
last night because the political officers had gone home before he trans- 
mitted the message to me, and I didn’t get the message until after 
supper. 

iL M. Jr: It’s unfortunate John Carter Vincent isn’t here. 

Mr. Collado: The only fellow we have that’s well acquainted with 
the Chinese situation is Ed Stanton. 

H. M. Jr: Do you think you can get anything out of the military? 

Mr. Coe: Patterson took the position it was up to us. They were 
interested in supplies. They didn’t know whether selling gold would 
help get supplies or not. It was up to us. 

Mr. Crowley: I wonder if it would help your position if you tied 
the whole program together, textiles, gold, and trucks, and then got 
the Army and State to say that for political reasons 

H. M. Jr: I’m afraid if we tied to textiles they wouldn’t get much 
gold, would they ? 

Mr. Bell: Gold in place of textiles. 

Mr. Crowley: I think this, that we can say this morning we’ll 
have the balance sheet and 1 think that the fellows have an idea that 
we may have to press the Army pretty hard to put up some of it, but 
they feel they can do it, and that through the civilian and others, 
Brazil and Canada, that we might not be able to meet it all, but we 
might be able to meet a substantial part of it, and we're going to give 
you a report as soon as we can get it worked out. It may mean that 
on the Army end we might have to have a little help from the White 
House, but I don’t think we ought to ask for that until it’s necessary, 
but our fellows report they have made some progress on it. 

H. M. Jr: That report comes in, you say, at 10 o'elock. 

Mr. Crowley: Yes, so that some time after lunch I ought to be able 
to give you a little bit of a picture on what we're trying to attempt 
to do. 

H. M. Jr: Well, as I say, we'll see what Mr. Clayton has to say, 
but it’s a difficult problem. Of course, we are not short on gold. 

Mr. Crowley: No, if we could kind of transfer some of that gold 
on textiles it would be all right. But the only thing we're not short 
on is gold. 

H. M. Jr: Looking through this correspondence back in July, 1943, 
I asked them whether they wouldn’t take this gold in very smail 
quantities. We could have cashed what they called jewelers bars 
which I think is three and one-half or four ounces, something like 
that, isn’t it Harry? > 
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Mr. White: 1 don’t think we ought to push that too far. 

H. M. Jr: No.. They didn’t take any suggestions, but isn’t it three 
and one-half or four ounces, jewelers bars, or something? 

Mr. White: Yes. They were glad to take it that way. 

H. M. Jr: They didn’t take it, did they? 

Mr. White: We had difficulty in getting mints to really put it up. 

H. M. Jr: Did we ever have any put out? 

Mr. Bell: Not for that amount. They did put up some bars for 
OSS. We didn’t put up any for the Chinese. 

(Mr. Clayton enters the conference.) 

- H. M. Jr:-Well, since I talked to you last night, have you got a 
letter in your pocket? 

Mr. Clayton: No. 

H. M. Jr: No letter. 

Mr. Clayton: No letter. 

H. M. Jr: Have you had time to think it over. 

Mr. Clayton: Yes, we have, Mr. Secretary. We don't see any 
political reason at the moment to urge you to do anything there than 
whatever the commitment is. I mean, we don’t see any reason to 
urge it at this time, except the one that it would be apparently the 
obvious thing to do. 

H. M. Jr: Yes. There would be no political reason for doing it. 

Mr. Clayton: There may be some, but—of course there are political 
reasons implicit. in carrying out an obligation that the Government 
may have. That’s obvious to all of us, but other than that, why, I 
don’t think there are any reasons that we would want. to urge upon 
you at this time. i 

Mr. White: That was a two-way obligation, Will, when they pre- 
sented the matter to us in detail. It was on the grounds they were 
going to use these funds for certain express reasons that were in their 
interest and our interest. That's the way they presented it to Presi- 
dent Roosevelt and to the Secretary, and any commitment on this 
Government’s part with respect to the turning over of certain specific 
gmounts was based on their claimed desirable use of it. Now, they 
haven’t filled their part of their bargain. To be sure they didn’t put 
it as specifically in writing as we did because that was the nature 
of the relationship. We didn’t ever demand that of them. That was 
the basis of the original grant, but I think it would be a little bit 

- misleading.and unfortunate to-assume what we have here is a one-way 
commitment, because-there were discussions that were prior to that, 
that were continuing right along, of a character whiclr constituted a 
very definite obligation on their part that this money which was going 
over there was to be used to effectively combat inflation. They were 
going to make a sincere attempt, which they have not done. la 

Mr. Clayton: Well, of course, we are not in nearly as good position 
to judge what they have done and the effects of it and the benefits of 
it, if there are any. Sure, they claim that they believe that the use 
of this gold will, in some degree, retard a e They 
make the claim that having made contracts for pa sale o e eom 
Zn to timo over the past several months, flat now. hey sould 

suddenly cease to sell, that that of itself wou ve a very bi c 


inflationw1se. 
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Mr. White: I think that’s true. I think we ought to treat their 
commitments separate from the rest. Their commitments amount to 
six odd million. They shouldn’t have made them because they knew 
the gold was not forthcoming and that's why they did make them. 
To say their sales of gold had some effect. to some degree, all you 
have to.do to know what degree is to look at the situation. We told 
them from the very start what would happen, just as I can tell you 
right now in my judgment if they continue to sell this gold over the 
next eight months it isn’t going to have any very substantial effect 
on prices unless they do a lot of other things with it. They have made 
this commitment. I agree with you, they have got to meet that com- 
mitment, but that’s a little different thing than saying that they can 
sell all the rest of it, or that we are committed to give it to them. We 
merely want to help them out of a commitment because they have 
deliberately put themselves into that box. 

Mr. Clayton: I was speaking of the contracts they’ve actually made. 
I was speaking of the point he made when you were not present here 
the other day, that. if they should now make no further commitments 
in the sale of gold, that that fact of itself would be very inflationary 
because people would construe it as inability to continue, or would feel 
that there were no more sales of gold coming on the market now, 
and, therefore, prices would rise faster than they had risen or would 
otherwise rise, and would take steps of an inflationary character as a 
result of that knowledge. That’s the point he made here the other 
day. 

Mr. White: I think that’s true; they will, but that’s that. Whether 
it would rise at the rate of ten percent a month or seven percent a 
month is the issue, and I think the important thing is that it doesn’t 
matter which of the two, because they haven't got unlimited supplies, 
and they will sell that. gold not in eight months, but 111 venture to 
say they'll sell it in half that time, and then it will be all gone and then 
you'll be confronted with a situation which will be worse than ever 
because they will have sold all they have available. The fellows who 
are doing the buying, the banks and big boys, they know how much 
good they have and how much they’re going to have, so every argu- 
ment. they could advance now tleey can advance with greater intensity 
a few months from now, so the thing has to be tackled as a total prob- 
aH and why throw away so large a sum as the several hundred million 

ollars? 

Mr. Clayton: I didn’t know there was that much involved. 

Mr. White: Two hundred sixty. 

Mr. Adler: Yes. They're asking for two hundred million, but—— 

Mr. Clayton: Only one hundred thirteen million are actually in- 
volved in this discussion. 

Mr. Coe: They want one hundred ninety now, the full balance, 
the two hundred plus the twenty which we had earlier. - 

Mr. Clayton: That's something for you to decide. I thought we 
were considering here only the commitment which we had made to 
them of two hundred, of which they have actually received twenty- 
four, plus the sixty-three additional, making a total of eighty-seven. 

H. M. Jr: How much of the two hundred is left? 
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Mr. Coe: Nine or ten has gone from the two hundred. 

H. M. Jr: Where do you get the other twenty-four? 

Mr. Friedman: They had made a previous transfer of two hundred 

million. 

H. M. Jr: That didn’t come out of the two hundred? 

Mr. Friedman: It came out of five hundred million credit. 

Mr. White: Out of the commitment there remains about one 

hundred ninety million. 

Mr. Clayton: That's what we're talking about. 

H. M. Jr: Plus the balance of the twenty million. How much of 
that twenty million would you think that they have in gold is here? 

Mr. Friedman: Of the first twenty million, all has gone; of the 
second twenty million which was made under the two hundred million 
commitment, about ten has gone, leaving about one hundred ninety 
million. 

Mr. Clayton: Of the one hundred ninety, sixty-three has actually 
been committed. They’ve actually sold it, and if that were not furn- 
ished, they would be greatly embarrassed, and you agree that should 
be furnished, so that leaves one hundred twenty-seven, which is really 
what we're talking about, and I think that what you have to say, 
Harry, about the fact that if we were to go ahead now and let them 
have this gold and they should dispose of it over the next six months, 
as I understand it, they don’t propose to make any sales anymore 
until they can make spot sales, which would have to be after they ob- 
tained this gold. After they had it there, they will discontinue for- 
ward sales. 

Mr. Coe: No, they intend to sell forward during the first period 
that this gold is coming so as to continue forward for the very reason 
they spoke of, that they want to keep on forward until maybe July. 
If we can hit their schedule of shipments, they think that by July 
they would be entirely on a. spot basis. 

Mr. Clayton: I see. 

Mr. White: They want to stop forward shipments for the same 
reason they can’t stop spot shipments. 

‘Mr. Clayton: Harry, you say we’re only postponing the evil day, 
and that is true. I think what we have to consider then is as to the 
importance of maintaining things in equilibrium as nearly as we can 
over the next six months, say. How important that may be, and that 
I would think is largely a military question Y a 

Mr. White: If you could maintain things in equilibrium for six 
months, it’s worth paying two hundred million dollars for, but you 
can't. 

Mr. Clayton. I don’t mean equilibrium in the sense prices won't 
rise. I mean political and military equilibrium as well as economic. 

Mr. White: The Secretary asked you that and you said it has no, 
political importance. _ Rant atm AAA 
" Mr. Clayton: I said I didn’t think it had'any aspect of political im- 
portance other than the one we all recognize, except ae this pr 

ment would want to keep its commitments PANEM a ESM e I 
think That's fundamental, “Outside of tat T dort inom whet po 
-Jitical importance it has, but that is political an ghly 


important. 
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Mr. Collado: I talked last evening with Ed Stanton, who is tne 
Acting Director of the Far Eastern Office, and he says of course we 
do want to maintain this particular government. We don't want to 
have all the collapse that would be incident to the fall of that govern- 
ment. The real question in the political officer’s mind is the relation 
of this problem to that over-all problem. 

Mr. White: Do they think this will be decisive enough to drastical- 
ly interfere with the effectiveness of this government in conducting the 
war at this time? If they do, then you've got a very perfect political 
reason for giving it, and I should think they’d say so. 

Mr. Coe: Is there any question, on the other hand, that their method 
of selling this—for instance this rising price and the scandal over the 
insider getting the gold and the harmful things that they have done— 
has taken a blow at their own political and financial confidence? That 
is infinitely worse than anything. 1 mean, you can't show them up 
as long as they are going to do business like that. You've got to. 
change. 

Mr. Clayton: On that question, Mr. Secretary, as I said to you in 
the beginning, I think that while it seems to me you have a commit- 
ment here, that that doesn’t mean to say that you are not justified in 
imposing on the Chinese any reasonable conditions with regard to 
the handling of the gold and the sale of it, and the delivery of it, and 
so on, and surround that operation with all the safeguards that you 
think it should be surrounded with. I don't think there's any doubt 
but what you have the right to do that, and if they’re not handling 
it in the proper way and it’s being sold to the wrong people at the 
wrong prices, I think that you certainly have the right and the duty 
to make conditions which would correct that, and I think I suggested 
to you that you might want to send some top man from your depart- 
ment to Chungking to sit in with the authorities there in handling 
this matter. : e 

(Secretary holds telephone conversation with Mr. Louis Douglas.) 

Mr. White: I think it would be unfortunate, Will, if we attempted 
to take any responsibility for the proper handling of their gold. In 
the first place, that’s only part of their policy. In the second place, 
we have a right to hold a goveynment responsible. It’s up toit. It 
knows a lot more about the way it’s operating. If we sent one or two 
men in a situation of that kind—there are fifty-nine ways of skinning 
that cat—and we'd have to send a staff to do a job and take the re- 
sponsibility for whatever happened. ` It seems we're in a much more 
desirable position and more reasonable position to say yow're the gov- 
ernment, it’s up to you to use it wisely; if you use it so badly it be- 
comes evident to your own people and to us, we'll reduce the flow in 
so far as we can. You know the commitment in that two hundred 
million. The Chinese can with equal validity ask for the remainder 
of the five hundred million. The commitment is just the same, and 
if they sent this money in three or four months, they could come here 
the next month and say there's sixty million left, we want that sixty 
million; we've got to sell the gold; we've got to stop selling the gold, 
and so forth. So we've got to look at the step we take now on the 
remainder of the five hundred million, and 1 think the longer we 
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hold it up—not hold it up—we can't hold it up, but we can accelerate 
the flow. We have been sending it at the rate of a million a month, 
we could send it at the rate of five: million a month, or six, and we 
could, ‘by our very toughness, scare them into a more drastic pro- 
gram and be more effective. 
Mr. Bell: How much is their balance in New York, Harry. 
Mr. Coe: Besides two hundred forty they have seven hundred 
million. 
Mr. White: That’s altogether? 
Mr. Bell: That’s not the Federal balance. 
Mr. White: The government balance is much less. 
Mr. Friedman: Over seven hundred million, about seven hundred 
forty million. 
Mr. Bell: They don’t have to take the two hundred sixty. They 
draw a check on their bank in New York and draw the gold. 
Mr. Coe: We propose that in our memorandum, to take the gold out 
of their own money. 
Mr. Crowley: I agree with Harry. Whatever you're going to do 1 
think the administration of it ought to be the responsibility of the 
Chinese Government—that we don’t assume the responsibility for 
running their affairs. The thought that was running through my 
mind on the political end of the thing, Will, was this: That it seems 
to me that this whole inflationary problen of China is one that we're 
interested in from a political and from a military standpoint. Now, 
if I know we all agree that whatever definite commitment we have to 
China that we fulfill, I think that if the Treasury could get their 
thinking worked out on the gold as to what they feel that they're 
obligated to do and can do, and I agree with Harry, too, that we go 
into this thing here on this gold and also the textiles and the stopping 
of this inflation, that let’s not get ourselves into something that after 
we have spent some money that they then lean on us again and it's a 
bailing out.process, because we have learned a little lesson on that 
bailing out business. -If the Treasury can work out their thinking on 
the gold, and if, Will, we can work-out something on the textiles and 
something on the trucks, which we think ave can, then with the Treas- 
ury and FEA, and the military and the State, why couldn't the State 
say then that the over-all picture, that they do have an interest in it 
from the political standpoint, and the military would have from the 
military standpoint, and we do it on that basis. Then, if we do have 
to go to the Hill to present the thing, which we will have to do some- 
time, we're all in agreement, the State on the political end, the Treas- 
ury from the fiscal, and the Army from the military, and FEA from 
the standpoint of putting in their trucks and their textiles, and that 
would meet whatever you have in the back of your mind, wouldn* it, 
from the political and military standpoint? Lied 
H. M. Jr: Not quite. This is the way I feel, and Pve made up my 
mind, subject to the President of the United States, whom I am going 
to see at ten-fifteen. The reason we've been scrimmaging here ever 
since we did this thing, is that we did this thing and ps he tried to 
keep the money back, the gold back as long a poss! T ee we 
realize that the way the Chinese were using it, it’s money down the rat 
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hole, and wasn't helping anybody, but the fact remains that the two 
transactions were made, one is that the bill authorized the President 
of the United States to render financial aid to China, and for other 
purposes. We got this money and the Secretary of the Treasury has 
given them a letter saying they can have two hundred million dollars 
worth of gold. Now, their methods, say, are most distasteful for me. 
I hoped I could, from the State Department, or from the military, get 
something which would help me to ease my conscience. I’ve been un- 
able to get anything from the State. I can still possibly get some- 
thing from the military, but Pm going to recommend to the President 
of the United States that we carry out the word of this government 
and let them have one hundred ninety million dollars worth of gold as 
they want it, and I’m not going to put any more strings to it. The 
thing that amazed me was for months H. H. Kung calling here didn't 
do what Soong did. Because there just can’t be any question about the 
word of the government of the United States: it can’t be questioned. 
I mean, that’s my position, and that's what I’m going to recommend 
to the President, but Pd hoped that to ease my financial conscience 
that I could get some help out of State. I’m sorry I couldn’t. 1 still 
have time between now and fen fifteen to get some help, maybe, out of 
the military, but even if I can’t, and irrespective of what you people 
are going to do, I’m going to tell the President of the United States 
that mv recommendation is that we fulfill our contract, see? I’m 
sorry, Harry, that’s final. 

Mr. White: I’m saying Mr. Kung did do just that. It’s we who 
have changed. Soong hasn’t brought any new arguments that Kung 
hasn’t. 

H. M. Jr: Kung didn’t put much pressure on us. 

Mr. Clayton: Mr. Secretary, may I say I respect and applaud your 
decision. I think it’s the right decision, and I would like to add that 
I didn't suggest that we should take over any of the responsibility and 
duties of the Chinese Government in connection with this matter. 
What I did suggest was that I felt that you had the right to make 
conditions on the manner of the handling of this gold for the purpose 
for which you committed yourself to give it, and that if necessary, I 
felt you had the perfect right to send somebody there to see that the 
conditions which you laid dowr?were observed. That was all 1 

H. M. Jr: If you don’t mind, on that point I agree with White 
that we might much better give it to them and then it’s their respon- 
sibility. I think White is wholly right on that, as I believe Mr. 
Crowley is, and that if we send people over we’re asking a man to sit 
on the gold and watch it and the banks and taxes. Then if some- 
thing happens—I’ve dealt with them so long—you never know. In 
the end it would be the Treasury’s fault, so Td much rather explain 
to the President that this is most distasteful but there’s nothing I 
can do. I’ve made a contract for the government. My name is on 
1t. It’s too bad, but there it is. Now the only thing wè can say is 
that White and his people have done an excellent job, since this thing 
has been signed, in holding on to this money as long as possible, but 
the time has now come, we can't hold on to it any longer, 

Mr. Coe: Mr. Secretary —— 
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H. M. Jr: I didn’t mean to shut you off, Harry. My position— 
excuse me—I've had lots of time to think about it and, I mean, I’ve 
definitely made up my mind, that’s the way I want it. I had hoped 
to get some help out of State and I’m going to try to get some help 
out of the military. I hoped that I could get some. Um disap- 
pointed State wouldn’t help me, but that doesn’t change my responsi- 
bility as Secretary of the Treasury upon this government’s financial 
commitments. 

Mr. Clayton: With all due respect, I don’t. quite understand you, 
that State hasn’t helped you. I have made it very clear that I think 
that whatever commitments this government has should be lived up 
to not only because it’s a commitment, but for the political implica- 
tions that a failure to live up to such an agreement would have. 

H. M. Jr: Yes, but.Mr. Clayton, I don’t need State to tell me that. 

Mr. White: That’s just passing the buck. 

Mr. Clayton: I don’t think it is. I wholly disagree with your 
remark, it’s not passing the buck. Just wait a minute, we don’t pass 
the buck. 

Mr. White: Can we have that in writing. 

Mr. Clayton. Why should we be asked to give political reasons for 
the Treasury to keep a commitment that it has made? 

Mr. White: That’s not the issue as I see it. 

Mr. Clayton: It is. 

H. M. Jr: No, no, I—and being very frank, totally frank, and 
what I was asking for was not advice from the State Department 

whether I should have to keep a commitment or not, but don’t mis- 
understand, wholly respectfully I say I don't need anybody to give 
me that advice, see? But what I was hoping for, knowing the di- 
lemma that I’m in, and I’m sure that if you were in my position and 
had a business commitment and realized the misuse being made of it 
by the government, particularly being government funds, you would 
resist up to the point you felt a moral obligation. That's my posi- 
tion and, therefore, I had hoped that without trying to manufacture 
any reasons, you might have been able to say to me that it’s important 
in the prosecution of the war that General Chiang Kai-shek and the 
government would be maintained you see? That’s what I was 

Mr. Clayton: Mr. Secretary, in thé prosecution of the war I think 
that that is largely a military decision, because we don't know how 
important it is that the Chinese be kept in the war any more than 
you do or anybody else. I think we all have a feeling that at this 
crucial time it is highly important that they be kept in the war, but 
that I think is something for the military to say rather than the State 
Department. 

H. M. Jr: I don’t think you can take any offense, and none was 
meant, when I said that I was disappointed, that I thought that for 
some political reasons you could think of other than my keeping my 
obligation 

Mr. Clayton: I didn’t take any offense. i 

Mr. White: After your statement I want to withdraw the remark— 
“He's not passing the buck”. He's passing 1t as far as I’m concerned, 
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because I pùt in on a very different issue than you do, and in the light 
of your remark it’s not a fair statement that he's passing the buck 
because you’re putting it entirely on your commitment and I’m not, 
and I want to make it clear to Bill 

H. M. Jr: I don’t understand that. 

Mr. Clayton: I don’t either, but it’s all right with me. 

Mr. White: It can’t be laughed off quite that way because there’s a 
basis; I can give it. The commitment is not sufficient reason to give 
it. There are other reasons, and if that’s so, I say we should not give 
it unless there are political reasons. If, however, the Secretary feels 
he must give it because of the commitment, then there’s no other angle 
to it. That's what I mean. 

H. M. Jr: Well, Will, just so there's no feeling on my part, is there 
any on yours? 

Mr. Clayton: None whatever, Mr. Secretary, you and I have gotten 
along fine in everything we've tried to do and there's no feeling on my 
part, not a bit: 

H. M. Jr: I just wanted to make it clear, and 1 think I did, that this 
is a decision I have to arrive at myself. When I called.you last 
night I hoped you'd say, “I know you’re in a hell of a spot and I can 
help you out by saying that we think that it’s important that Chiang 
Kai-shek’s government be strengthened,” and so forth. 

Mr. Bell: Is it definite, Will, that you can’t give us a letter? I 
didn’t understand it was definite. 

Mr. Adler: I think everybody agrees on that—the Far Eastern prob- 
lem, that Chiang Kai-shek’s government should be strengthened. The 
question is whether this would strengthen it. 

(Discussion off the record.) 

Mr. Clayton: Mr. Secretary, see if this kind of a letter—I would 
have to clear this with Mr. Grew before I could send it—but see if this 
kind of letter would serve your purpose. It’s addressed to you. 

“The State Department has given careful attention to the request 
of the Chinese Foreign Minister, Dr. T. V. Soong, for the speedy de- 
livery during the remainder of 1945 of almost two hundred million—” 
well, it’s two hundred million dollars—“for the speedy delivery during 
the remainder of 1945 of the remainder of two hundred million dol- 
ars 

Mr. Adler: That’s right. 

Mr. Clayton : “——-gold from the unutilized balance of five hundred 
million dollars credit approved by the Congress in January, 1942. It’s 
the Department’s view, which it understands is shared by the Treasury, 
that the sale of gold in China has not proved and is not likely to prove 
a very effective anti-inflationary device. Moreover, it believes that 
the establishment of a five hundred million dollar fund for combatting 
inflation and stabilizing the Chinese currency which you proposed last 
week to Dr. T. V. Soong, would, if adopted by the Chinese Govern- 
ment, be of considerable short and long run benefit to China. The 
Chinese Government believes, however, that the immediate political 
and psychological as well as real economic effects of a continued and 
accelerated gold sale policy will have a vital part in the critical situ- 
ation confronting it, and strongly requests the delivery of the gold in 
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A and in accordance with the terms of the understandings of 
the two governments of July, 1943. Since there appears to be no 
doubt the Chinese Government attaches a greater importance to the 
immediate delivery of the gold than to the longer run benefits which 
immediate [sic] result from the establishment of the fund you had pro- 
posed, and since the continued stability of China and her increasing 
military efforts in the war against a common enemy are of great con- 
cern to the United States, the department recommends that the Treas- 
ury, if transportation is available, deliver the gold to China in accord- 
ance with the time schedules put forth by Dr. Soong.” 

H. M. Jr: That would be very helpful. 

Mr. Clayton: We'll see if we can get that cleared by Mr. Grew. 

(Discussion off the record.) 

H.M. Jr: Are you going to try to get it before ten-fifteen ? 

Mr. Clayton: We'll try to get it for you before ten-fifteen. 

H. M. Jr: That would be wonderful. Well, FI tell you what I 
think we'll do to give me a little time. I’m going to call up Ad- 
miral Leahy—I know he sees the President at ten—and ask if I walk 
across the street. if I could see him and ask if I could get something 
verbal out of him, see? 

Mr. Clayton: Yes, I think that would be very useful. 

H. M. Jr: And maybe if this could be signed, Collado would meet 
me in the outer office of the President. 

Mr. Clayton: But you haven’t got much time. 

Mr. Collado: I’m straightening out the one hundred ninety. 

Mr. Clayton: It’s the remainder of two hundred million we want 
to say, don’t we? 

Mr. Coe: About one hundred ninety is all right. 

H. M. Jr: Collado, if agreeable to Mr. Clayton, if you could get 
this signed, meet me in the outer. office of the President before ten- 
fifteen, that would be wonderful. 

Mr. Clayton: Will you tell him I approve of it, please ? 

Mr. Collado: Yes, sir. 

Mr. Clayton: Thank you. 

(Mr. Collado leaves conference.) 

H. M. Jr: That's all we want for the time being, and our friend 
here, Leo Crowley, is having a look-see at the cotton, and after he's 
had that, he's got favorable word maybe, we could have a little 
meeting. 

Mr. Clayton: On the textiles. 

Mr. Crowley: We're having a meeting at ten o’clock. A 

H. M.:Jr: If you-give me that letter, I feel you’re helping me out 
out a very difficult spot. 

Mr. Clayton: We'd love to do that. ; ; 

-H. M. Jr: And you understand, letter or no letter, I’m going to 
recommend to the President to go ahead. h 

‘Mr. Clayton: Right, I understand it, and if we can get it approved, 

and I think we can, we'll get it over to the White House by ten- 


t ? 
SRA Jr: That will be fine. 
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Mr. Coe: There's one more thing that will just take a minute. I 
think that something should be—I think that after doing this, or 
simultaneously, or some way, something in writing should go to the 
Chinese Government on this problem of gold sales, on the “methods 
formally expressing disapproval. : 

H. M. Jr: Well, I’d like to think about that. I mean, you—Adler 
told me to be very careful not to say or write anything to them on ac- 
count of so-called face-saving. Think it over. Think it over. 

Mr. Coe: I’m thinking of what you said—think of your face— 
and I’m thinking of it. 


(Book 847, pp. 101-111) 
May 16, 1945. 
11:35 a.m. 
Goxp TO CHINA 
Present: 
Mr. D. W. Bell 
Mr. Pehle 
Mr. Friedman 
Mr. Coe 
Mr. Adler 
Dr. Soong 
Mr. Pei 
Mr. Ling 
Mrs. Klotz 


H. M. Jr: Well, I had a message, Dr. Soong, that you wanted to 
see me. 

Dr. Soong: Yes, sir. 

H. M. Jr: I am at your service. 

Dr. Soong: When we concluded our talk—— 

H. M. Jr: Where’s White? 

Mr. Adler: On the Hill. ; 

Dr. Soong: When we completed our talk last week you said that— 
I have had a discussion with my men. Mr. Ling and Mr. Pei have 
seen Mr. Coe. Mr. Friedman and Mr. Coe have a schedule of ship- 
ments—they have been working $n that—and I asked them to let me 
know how that stands. 

H. M. Jr: Have you had a report from them? 

Dr. Soong: No. j 

Mr. Coe: No, we have not. That's what we discussed this morning 
and yesterday. 

H. M. Jr: What's White doing on the Hill? 

Mr. Adler: I don't know. I think he had some appointment with 
a committee there. 

H.M. Jr: You say you haven't made any report? 

Mr. Coe: That's what we discussed this morning. Dr. Soong and 
Mr. Pei, as I informed you, have given us a requested schedule for 
the remainder of this year for the shipment—for the release and ship- 


ment of gold, aggregating some one hundred and ninety million 
dollars. 
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"H. M. Jr: Well, I had a chance to talk this morning with President 
Truman, and I understand you had talked with him, and he told me 
that you had told him that mistakes had been made in the past with 
regard to the handling of this gold and that you assured him in the 
future that these mistakes would be corrected. 

I am just back and that's the reason I am a little bit late, and I 
would like to write you a letter pointing out to you the mistakes 
we think have been made in the handling of this gold. We have dis- 
cussed it informally, but so there will be no future misunderstanding, 
and also pointing out in this letter the steps that we hope will be 
taken to correct them, we are writing this letter and the rest is up 
to you. We recognize that the United States Government has made 
this commitment and we are prepared to carry it out. 

Now, as to future transactions with the Chinese Government, I have 
made several suggestions to you which would enable me to be helpful 
in the future, and I understood that you had communicated those to 
your Government, and I hope for our future relations that if you 
see your way clear in carrying out those suggestions—but that rests 
with you, so within the next twenty-four hours, I mean by tomorrow, 
I will get you a letter, and then if you people will simply let us know 
when you want this gold and how you want it, we are prepared to meet 
our obligation. But I am pointing out that how you use this gold 
will have great influence on any future assistance which this Gov- 
ernment may or may not. be prepared to make. Also, as to how you 
use this gold, we'll be influenced by what you do about the suggestions 
which I made about a fund. 

Dr. Soong: Mr. Secretary, do I understand that the commitment 
with regard to gold will be influenced by what my Government agrees 
to do as to any of your suggestions? 

H. M. Jr: No, we are prepared today—tomorrow—to carry out 
our commitment. You tell us what you want. 

Dr. Soong: We have done so already. 

H. M. Jr: We will meet that, and that’s that. Now, if China needs 
additional financial assistance from this Government, I repeat, we 
will be very much influenced as to what use you put this gold to and 
also as to what you do about the suggestions 1 have already made. 

Dr Soong: That is clear. 

H. M. Jr: Is that perfectly clear? k , 

Dr. Soong: That point is perfectly clear. Because, if you will ex- 
cuse me, I have to hurry back to San Francisco, as you know 

H. M. Jr: I thought you were going Thursday? 

Dr. Soong: Yes, but the fact that no technical arrangement has 
been made as to the schedule of shipments has kept me here because 
it would mean my running back again. i í 

Mr. Coe: Mr. Secretary, in the letter we will be prepared to accept 
the schedule which they have put forward. As I understand it, what 
the Secretary is saying is we will thereafter make every effort with 
the Army to ship the gold according to an agreed schedule. I think 

we will have to say that subject to getting—we have actually got to 
vo to them and get the transport, but the essence of year BE ar 
the schedule that you can put forward, that will be embodied in the 


letter the Secretary is speaking of. 
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Dr. Soong: On the gold transportation, I am sure—I have ar- 
rangements to be made with the Army to fly it over. In fact, I have 
it definite from them that they could do it because they are just as 
anxious as we are to curb inflation in China, 

H. M. Jr: Who, in the Army, is giving you these assurances? 

Dr. Soong: If you will excuse me—but I have a definite commit- 
ment. 

H. M. Jr: Who? 

Dr. Soong: I have a definite commitment. 

H. M. Jr: Yes, but I am asking you a question. 

_Dr. Soong: Well, of course, this is informal. They said “Pro- 
vided you can get gold according to schedule, we will be able to 
ship it.” Of course, that’s the situation. 

H. M. Jr: Has Mr. Stimson made such a commitment ? 

Dr. Soong: No, I didn’t speak with Mr. Stimson about it, but I 
know they will be able to do it. I am assured in my mind, in other 
words. 

H. M. Jr: Well, that’s something different. But the point Mr. Coe 
is making is that we are prepared to deliver the gold and we can't 
¿order the Army, but we have every reason to hope that the Army will 
be able to move the gold. 

Dr. Soong: If, in order to simplify the matter, you delivered the 
gold to us, we will make arrangements with the Army. I am sure 
we can do that. 

H. M. Jr: What about it? i 

Mr. Bell: Well, I suppose the gold would in a sense be delivered. 
Wouldn't it be delivered to the Chinese ? 

Dr. Soong: In Washington or 

Mr. Bell: And the Army would probably 

Mr. Adler: I don’t think there is any real problem. The only ques- 
tion is the formality of making the arrangements with the Army and 
we are already in touch with the Army, and it’s only a matter of a day 
or two to get the thing cleared up. 

H, M. Jr: Well, is that what you want? What else do you need 
from me, I mean? 

Dr. Soong: Nothing except definite acknowledgment that the sched- 
ule is okayed by you. p 

Mr. Coe: We will have that in writing. 

H. M. Jr: We will try to get it out this afternoon. If we can, we 
are asking the State Department to collaborate with us in the prepara- 
tion of the letter. 

Now, the other matter. Mr. Crowley thinks he may have some word 
about the cotton today, and we are trying our best to find you the cot- 
ton goods, and he said this survey 1s m process. 

Dr. Soong: Mr. Secretary, in your letter to me tomorrow or this 
afternoon, does it call for a reply from me? Because if it does, I 
would want to be informed about it because I would cable my Govern- 
ment immediately. 

M. Jr: I don't think it calls for a reply. 

Dr. Soong: Uh huh. 
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H. M. Jr: J am just going to say in writing what I have been say- 
ing here. I am going to put in writing the part that we haven't liked, 
and as I understand you haven't liked, and we want to make it per- 
fectly clear. And I understand you told President Truman that you 
wholly disapprove of the various methods of the disposal of gold in 
the past. 

ne Soong: I will try to seek correction on this point. I did not 
say that we wholly disapprove. I wholly disapprove of the method of 
selling gold, but I said about the certificates and the bonds there has 
been some talk about it. I was not managing it and to an outsider it 
looks as though things could have been much: better, but I did not 
say that the sales of gold in the past have been wrong, or anything 
of that sort. 

H.M. Jr: Well, he must have gotten that impression. 

Dr. ‘Soong: Yes, because there was no time to discuss the whole 
aspect. 

H. M. Jr: He must. have gotten it—well, anyway, I am going to 
put everything in it that I don’t, as Secretary of the Treasury, like. 

Dr. Soong: Very good. 

H.M. Jr: It will be respectful, but explanatory. 

Dr. Soong: Yes, but I hope you will not say that I join with you 
in the dislike—this is a personal 

H. M. Jr: No, no, no! This will be enough just to speak for the 
Treasury. 

Dr. Soong: Fine, fine, fine. 

H. M. Jr: I'll be talking for the Treasury. Oh, no, you don't want 
me to say—I see. 

Dr. Soong: I am, after all, a member of my Government and there- 
fore goen I talk to you informally, I, frankly, should not be on the 
record. 

H. M. Jr: I will just speak for myself, as a member of the American 
Government. When I say this, I will be speaking of my Government. 
Pir. Coe: And with no mention as to whether Dr. Soong agrees or 

isagrees. 

H. M. Jr: No, I understand, but informally and off the record, I 
understand as to every criticism I have made so far you have agreed. 

Dr. Soong: I don’t want to—— 

H.M. Jr: All right. You don’t have to answer. 

Mrs. Klotz: I sneezed at the right time. j 

H. M. Jr: Now, it's foreign affairs. Is that right, Mr. Secretary? 

Dr. Soong: That’s right. 

H. M. Jr: Have you any spats on ? 1 

Dr. Soong: I am very informal, but, Mr. Secretary, if we do get 
the gold over there and something about cotton, and so forth, 1 feel 
that you would be winding up for the United States Government what 
you started in the earliest time of Japanese aggression, because I do 
believe with the gold, or with some goods getting in, we will be able 
to hold the situation together until we and you lick the Japs. That's 
what I think, and therefore, it largely rests upon your kind help, _ 

H. M. Jr.: Well, with us sending the gold, the balance for this 
at what the schedule is? 


yea r— is th 
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Mr. Coe: That's right. 

_ H. M. Jr: If that helps lick the Japs, it’s been a very important day 
in my life. 

Dr. Soong: I think it will. 

H. M. Jr: It’s been a very important day in my life, and there are 
two things that are motivating me. One is that my Government 
through me, has given you a commitment which we will always keep, 
and two, this is a very appropriate time to send the gold because we 
will be coming to grips with the Japanese ourselves, and we need all 
the assistance that China can give from her soldiers and we are count- 
ing on them heavily. So—— 
que Soong: We have had some encouraging successes recently in 

hina. 

H. M. Jr: So I gathered. And I told President Truman that if we 
couldn't get the cotton from the Army, and that's the place we have to 
go, we would come around and see him and ask for his help. 

Dr. Soong: Fine. 

H. M. Jr: He said he' be glad to see us. 

Dr. Soong: Thank you, Mr. Secretary. 

H. M. Jr: So I hope when Mr. Patterson comes back—he will be 
back today or tomorrow—we can make progress more quickly because 
thisisin his hands, this particular thing. 

Dr. Soong: This cotton, I may say, is something like the Flying 
Tigers you initiated, you know. 

H. M. Jr: Well, you can give me a small ball of cotton to wear in 
my buttonhole the way you gave me a Flying Tiger, but I don’t know 
whether we can be as successful as we were, but at least I mentioned it 
to President Truman and he said if we couldn’t get by, he will be very 
glad to see us and he will assist us. 

Dr. Soong: I am very happy. 

H. M. Jr: So,we are not. leaving a stone unturned because, as I 
said in my talk at Buffalo, we have got two targets, one is to beat 
Japan and the other to liberate China, and that’s the only thing that 
interests me today, those two targets. There will be no difficulty 
at this end. We will get this letter out just as fast as we can. 

Do I understand, Dr. Soong, you are going to wait until you get 
that. letter? Is that the idea? ° 

You get in touch with Collado. They are working on it, and try 
to workitup. (To Mr. Coe.) 

“Mr. Coe: Yes. 

(Dr. Soong, Mr. Pei, and Mr. Ling leave the conference.) 

(Discussion off the record.) 

Mr. Pehle: On the transportation question, he has a private deal. 

Mr. Coe: Our letter will say, “Sir, we will accept this schedule 
of shipments and have every expectation of getting the Army to trans- 
portit.” 

H. M. Jr: Now listen, boys, put the old record away on the resist- 
ance. 

Mr. Coe: We have, no doubt. 

H. M. Jr: Put the old record away. 

Mr. Coe: We'll put the heat on the Army. 
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H. M. Jr: Is this the old record again that you gave me? 

Mr. Coe. No, this is Collado. He told me: he gave you something. 
T thought you were talking from parts of it. 

H. M. Jr: I thought it was from you, so I didn’t read it. (Indicat- 
ing Memorandum to the Secretary of the Treasury, dated May 16, 
1945, prepared by Mr. Collado.) 

Mr. Coe: You better go over it. It might influence you. It’s 
from the State Department. Collado got up the sort of thing— 

H. M. Jr: VU look at it here. Here's the letter we got from over 
there, from Grew. They came through with a good letter. 

Mr. Coe: We will have to draft our letter. We are in agreement 
with them. 

-H. M. Jr: Let me take a look at the thing. 

Have you a copy of this? 

Mr. Coe: Yes. 

H. M. Jr: Well 

Mr. Coe: We’ll work from it. 

H. M. Jr: The point is I don’t want him saying I am holding up 
the San Francisco Conference, and therefore, see if you can get the 

thing out this afternoon. But, look, you boys heard what 1 said, that 
I want that in that document, including the two target business, see? 
And get me up—whenever you have a rough copy, I'll have a look at 
it,see? And you heard what I said—can you play that record ? 

Mr. Adler: I think so. “The war of resistance is now officially over. 

H.M. Jr: You practically wore me down. 

Mr. Coe: He meant—just to make sure, you mean that you want 
some of these general matters to get into the letter, too. 

H. M. Jr: Yes, I mean, first we didn't let them have it because 
we didn’t like what they did, and then we say, “All right, we tell 
you why. We think you did a lousy job, and now we are going to 
give it to you.” We have to have some reason for changing it 
around. 

Mr. Bell: Why not say, “In compliance with your request, we are 
going to meet your schedule, but in meeting it we want to make a few 
comments?” 


Book 847, pp. 122-129 
( pes May 16, 1945. 
4:05 p.m. 
Gor To CHINA 
Present: 
Mr. D. W. Bell 
Mr. Coe 
Mr. Pehle 
Mr. Adler 
Mr. White 
Mr. Friedman 
Mrs. Klotz 
H. M. Jr: What happened to White? _ 
Mr. Bell: He’s talking on the telephone. 
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H. M. Jr: Read it out loud 

Mr. Coe: I didn’t hear you. 

Mr. Pehle: Read it out loud. 

Mr. Coe: “Dear Dr. Soong: 

“This is to confirm what I told you today. In accordance with your 
memorandum of May 11, the Treasury is prepared to authorize the 
shipment of the balance of the $20 million of gold which is on earmark 
with the Federal Reserve Bank of New York for the Central Bank 
of China and to transfer the balance of $180 million to the account of 
the Central Bank of China with the Federal Reserve Bank of New 
York, in three equal monthly installments of $60 million from May 
to July 1945.” 

(Mr. White enters.) 

Mr. Bell: I don’t understand. I thought it was quarterly. 

Mr. Coe:-No. His first statement follows the language of T. V. 
Soong’s memo of May 11. And we wrote it that way so we know 
we were agreeing with it. 

H. M. Jr: I thought this was to trickle out from now to December. 

Mr. Coe: But this is transferring the balance on the books, the 
dollars, 

H. M. Jr: Oh. 

Mr. Coe: The first part relates to the transfer of the dollars from 
our account to theirs. And that, I may say, you have even less leeway 
on it than the others, because the form of the agreement says you 
must do it when they request it. 

H. M. Jr: Oh, you came over on my side. 

Mr. Bell: This doesn’t mean the transfer of the physical gold to 
China, does it? It’s the balance on it. 

Mr. White: Remember you didn’t want to put the balance over, 
because they say we have to borrow. 

H.M. Jr: It is Bell that held this up. 

Mr. Bell: They would have the two hundred and forty if it hadn’t 
been for Bell. Remember when I kicked about transferring that 
from New York? 

Mr. Coe: “The Treasury accepts the schedule of gold shipments 
contained in your memorandum of May 11, 1945 and is making 
arrangements with the Army tt carry out the shipments of the gold 
according to that schedule. The preliminary arrangements to ship 
the requested amount for the month of May have already been 
made. These steps are being taken in accordance with our Financial 
oe Agreement of March 1942 and my letter to Dr. Kung of July 
97, 1943. 

“At this time it seems to me necessary and desirable to point out 
that the purpose of the $500 million of financial aid to China, and 
particularly my agreement in July 1943 to ship gold to China, was 
to assist in an anti-inflationary program which would strengthen 
confidence in the Chinese Government and its finances and thereby 
help maintain the Chinese economy. As you know, it is my opinion 
that the sale of gold by China has not proved effective in combating 
inflation, and I am doubtful that it will prove effective. Also as I 
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have told you, the manner in which the gold sales have been con- 
ducted and the consequent public criticism of them in China are not 
conducive to achieving the purposes for which our financial aid was 
granted.” 

Any comments there? 

H. M. Jr: No. 

Mr. Coe: “Therefore, I would respectfully ask the Chinese Gov- 
ernment to consider carefully the matters proposed to you in-my' 
memorandum of May 8, 1945. In particular I would reiterate my 
suggestion that China constitute a $500 million fund for combating 
inflation and stabilizing the currency from its foreign exchange 
assets. T think that this step would be of considerable short and 
long-run benefit to China and would inspire confidence in the Chinese 
Government's handling of its difficult economic situation. 

“The Treasury has noted with great interest the intention of the 
Chinese Government, as stated in your memorandum to the Secretary 
of State, to effectuate reforms relating to financial and economic 
matters, We think that the carrying out of these reforms will do 
more to insure confidence among the people and give a measure of 
stability to the present economic and financial situation than the 
gold program.” 

H. M. Jr: Who are “the people”? 

Mr. Coe: I think it should say “The Chinese people.” 

Mr. Adler: Why not omit “among the people”? 

Mr. Coe: Omit “among the people.” 

H. M. Jr: That's all right. It makes it vague, and they can argue 
about it twenty years from now. (Laughter.) 

Mr. Coe: “I know that you and your Government will take these 
friendly suggestions in the spirit in which they are offered. As I told 
you, we intend to carry out faithfully our financial agreement of 1942. 
However, the Chinese Government’s response to our proposal to in- 
stitute a $500 million fund and her conduct of the gold sales program 
will be important considerations in our financial relations with China. 

“This Government has as prime objectives the defeat of Japan and 
the liberation of China. As an old friend of China, I believe that our 
faith and confidence in China will be justified.” 

H. M. Jr: It should be “future.” 

Mr. White: They had “future” in, and I thought it important to 
take it out, because if you put “future” in, it would assume that you’re 
almost making a promise of future financial aid, and this way it’s 
vaguer. If it’s continuing relations that we have now, I thought asa 
litt le—— 

Mr. Pehle: This is the argument to stop the gold from getting over 
there? 

Mr. White: No. 

Mr. Pehle: Not necessarily. ‘ A r i 

Mr. White: I didnt have that thought in mind, but it’s an addi- 


‘onal thought. (Laughter.) ; i ; 
noe Pehle: anja aside, you don’t know what the situation will 


ater on. 3 f 
e Coe: You certainly don't. 
HL M. Jr: Do you like the way it's written? 


MORGENTHAU DIARY 1591 


Mr. Pehle: Me? 

H. M. Jr: I like it that way, because he can ask, “Did you mean my 
people or your people?” And I can say, “I don't know.” (Laughter.) 

Mr. White: You can take your choice. 

Mrs. Klotz: He's 

Mr. Adler: It’s okay with you, and it’s okay with me. 

Mr. White: Chinese gesture. 

Mr. Pehle: Oriental. 

H. M. Jr: He should know. He's ex-Director. 

“This Government has as prime objectives the defeat of Japan and 
the liberation of China. As an old friend of China, I believe that our 
faith and confidence in China will be justified.” 

Hear! Hear! 

Mr. White: Say, “It will be justified, and it has been.” 

(Secretary signs letter to Dr. Soong, dated May 16, 1945.) 

H. M. Jr: It's all right. It’s vague enough to come out of the 
Orient. 

Mr. Bell: Yes. 

Mr. Coe: Now we have one that’s definite to make shipments in case 
they are still disturbed by this, that they are not going to get it. This 
is to the Army from you, a formal letter which directs them to ship it. 

Mr. Bell: Somervell will get a copy of your letter. He just called 
me PENN: Apparently, Soong is having the conversations with Som- 
ervell. 

Mr. Pehle: Somervell. Is that the guy he didn't want to name this 
morning? 

Mr. Bell: Apparently, because Somervell has called me twice within 
the last two days. 

H. M. Jr: This is all right, but, Mrs. Klotz, when Mrs. McHugh 
comes in, a copy of this letter here is to be sent to Acting Secretary 
of State Grew and to Mr. Patterson. 

Mr. White: As long as Leo Crowley was in here—— 

H. M. Jr: And Mr. Crowley. Write a letter to the President of the 
United States. 


“My Drar Mr. Presipent: For your records, in view of our conver- 
sation this morning in regard to China, I would like to submit to you 
two letters for your records, ofe, a letter from Mr. Grew to me and 
two, a copy of a letter from meto Mr. Soong. 

“Yonrs sincerely,” 


Now that in a way accomplishes what you want. It gets before 
the President of the United States Grew’s letter to me and my letter 
to him, and makes it a:part of the President's record, you see? Had 
you-— 

Mr. White: I don’t know. 

H. M. Jr: It gets it in his records. Don’t you want it as everybody 
else does? 

Mr. White: You haven’t spoken to him about it since the time he 
told you to handle it. 
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H. M. Jr: This morning. 

Mr. Pehle: He said, “In view of our conversation this morning.” 

H. M. Jr: Get it from them in view of the thing. I think it’s good. 

Mr. Coe: May we have acopy of that Grew letter? 

H. M. Jr: Do you want to see it ? 

Mr. Bell: I suppose it’s all right. Should we call up Somervell 
and tell him? He wanted a copy of your letter to Soong so he could 
be—Who’s handling it? Is it Carter or 

H. M. Jr: It’s Robert Patterson. 

Mr. Bell: Well, General Somervell, just called me half an hour 
ago and said, “Can I have a copy of your letter to Soong?” 

H.M. Jr: That's all right. 

Mr. Bell: Maybe if we just tell him what we've done 

H. M. Jr: Tell him there's one on the way over and will be on Mr. 
Patterson’s desk in the morning. 

Mr. Bell: And Carter is getting a letter to accelerate shipment. 

H. M. Jr: And send the President a copy of Carter’s letter, and the 
other letter from State to me—three letters. 

Mrs. Klotz: I know. 

H. M. Jr: You call T. V. Soong and say there will be a messenger 
waiting with my letter to him, because he said he’s waiting to leave for 
San Francisco in the morning. And will you come back? 

(Mrs. Klotz leaves the conference. ) 

H. M. Jr: That's that, and we'll go on to War Refugee. 

Mr. Coe: One final thing. 

H. M. Jr: Harry, you can be excused. You want to get up to see 
Kilgore. 

Mr. White: Yes, thank you, that’s right. My own thought in con- 
nection with that is that I ‘hope it won’t be wound up now. TH leave 
my proxy with Du Bois. 

(Mr. White leaves the conference. ) 

Mr. Coe: We want to send all this out to Hurley with a personal 
note to you from the Ambassador. 

H.M.Jr: Wonderful. 

Mr. Coe: He said when he was in, he was following your line. 

H.M. Jr: Dll go a step further. I think we should cable. 

Mr. Coe: We'll cable the whole thirg so he’s fully informed. 

"H.M. Jr: It ought to go out tonight. 

Mr. Coe: I think we ought to inform the Chinese Finance Minister 
too. Adler would if he were there. 

H. M. Jr: That's up to you, but the cable should go tonight. Are 
you in on this War Refugee Board ? 

Mr. Bell: No, I don't thinkso. 1 haven't been. 

H. M. Jr: You let Somervell know, and if he insists on a copy, send 
1t to him. 

Mr. Bell: All right. Frank Isbey wants me to come to Detroit next 
Tuesday and talkto a bond luncheon. Okay? 

H.M. Jr. Fine. 
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(Book 847, pp. 141-143) 
May 16, 1945. 

I made up my mind that I would say to Clayton that I would go 
throughout without any help from the State Department instead of 
doing it the other way around, and let him know that I would keep 
my word, and I did not need anybody to advise me as to how to keep 
my word, and that I was disappointed that the State Department did 
not assist me. 1 figured that the one thing Clayton really was both- 
ered about was the Government's keeping its word. Once he realized 
that, he was ready to help me keep my word, and I said I was not 
trading with him. After that, he decided to give me what I wanted. 


Mar 16, 1945. 

My Dear Mr. Grew: I would like to thank you for your letter of 
May 16th in regard to China. I also want to take this opportunity 
to tell you how much 1 appreciate the splendid support 1 received 
irom Mr. Clayton and Mr. Collado in our negotiations with Mr. T. V. 

oong. 
Sincerely yours, 

(Signed) H. MorcEeNTHAU, Jr. 
Honorable Joserir C. Grew, 
Acting Secretary of State, 
Washington, D.C. 


DEPARTMENT OF STATE, 
Washington, May 16, 1945. 


MEMORANDUM FOR THE SECRETARY OF THE TREASURY 


It is suggested that when you inform Dr. Soong at 11:30 this morn- 
ing of the decision to deliver gold to China in so far as is possible, 
in accordance with his time schedule, you take the opportunity to 
make a strong statement regarding the way China has carried out its 
financial and anti-inflationary programs. It is further suggested 
that you indicate that you will “confirm” all of this in a subsequent 
letter which might include the following points: 

(1) The Treasury is prepared to meet his time schedule of gold 
deliveries in order to carry out the July 1943 commitment. 

(2) Nevertheless it is necessary and desirable to point out that the 
purpose of the $500,000,000 credit, and particularly of the $200,000,000 
gold commitment, was to assist in an anti-inflationary program which 
would strengthen confidence in the Chinese Government and its finan- 
cial situation and which would attempt to maintain the Chinese eco- 
nomic situation. 

(3) The sale of gold by China has not proved and is not in our 
opinion likely to prove a very effective anti-inflationary device. More- 
over, the manner in which the gold sales have been conducted and the 
wide-spread public criticism thereof in China are not conducive to 
the strengthening of confidence in either the financial situation or 
the Government itself. 
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(4) On the other hand, we continue to believe that the establish- 
ment of the $500,000,000 fund for combating inflation and stabilizing 
the Chinese currency proposed last week would be of considerable 
short and long run benefit to China and would inspire confidence in 
the Chinese Government’s handling of the difficult financial situation. 

(5) Since, however, the Chinese Government has determined to 
go forward with the gold sale program, the Treasury believes that 
it is imperative that there be eliminated the factors which have caused 
such wide-spread dissatisfaction in its handling. 

(6) The Treasury has noted with great interest the intention 
of the Chinese Government to effectuate various administrative re- 
forms relating to fiscal matters, including stricter budgetary control, 
reorganization of the tax structure and closer supervision of banking 
institutions. 

These efforts are commendable and important inasmuch as in my 
opinion the carrying out of the foregoing fiscal and administrative 
reforms will do more to engender confidence among the people and 
to give a measure of stability to the present economic and financial 
situation than the measures of assistance which you have requested. 
I should like, therefore, to urge as being very definitely in China’s 
best interests that further reforms be effected in governmental admin- 
istration through the abolition and fusion of superfluous agencies and 
reduction of personnel; that taxes be placed on a more equitable basis 

and collection thereof be simplified and made more effective; that 
expenditures be rigidly restricted and controlled; that effective meas- 
ures be taken against public and private hoarding; and that such 
other measures of reform be instituted as will stimulate public confi- 
dence and improve the financial position of the government. 


W.L.C. 


(Book 847, p. 337) 
May 18, 1945. 


MEMORANDUM FOR THE SECRETARY'S FILES 


Meeting in the Secretary’s Office, May 18, 1945, 5:30 p.m. 
Present: 
Secretary Morgenthau 
Assistant Secretary Clayton 
Messrs. Scheuer and Wilhauer of FEA 
Messrs. Coe, Adler and Friedman 


The Foreign Economic Administration representatives described 
the difficulties of getting cotton textiles for China and stated that the 
Army had agreed to endorse 15 million yards monthly for three 
months as a direct military requirement but this action does not in- 
sure that any such amount will be released for shipment to China. 

Secretary Morgenthau suggested that Judge Patterson be brought 

mecretat = i : ld be held in the 
into this picture. It was agreed Poar mpenn Suen 
mi s office Tuesday morning at 11 o'clock with Under Secretary 
ec 1 


1 esent. 
Patterson, Mr. Clayton and Mr. Crowley pr ee Con. 
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Book 848, pp. 10, 11 
Confidential Pe eat 
19 May 1945. 
The Honorable the SECRETARY OF THE TREASURY. 

Dear Mr. Secrerary: With further reference to your letter dated 
20 October 1944, requesting shipment of $20,000,000 in gold to Assam, 
India, the following arrangements have been made by the War De- 
partment for the sixth shipment of gold to be placed in strong room 
of the fastest vessel available under allocation of the Army for ship- 
ment to Caleutta without charge to Chinese Government for trans- 
portation but without assumption of risk by the War Department: 

Tae is understood that the shipment will consist of the follow- 
ing lot: 

TONAT kegs numbered CBC 292 through CBC 302 valued 
$1,207,501.16 having a gross weight of approximately 2500 
pounds and a gross displacement of approximately 11 cubic feet. 

2. It is also understood that the Federal Reserve Bank of New 
York is making all necessary arrangements to transport the gold to 
the Los Angeles Port of Embarkation to arrive on 23 May with in- 
surance effected by the final consignee. 

3. Each keg should be marked as follows: 

To: Port Transportation Officer 
Los Angeles Port of Embarkation 
Wilmington, California 

For: BENT-K-OFD-OFD 142 


4. The Commanding General, India-Burma Theater will be ad- 
vised by War Department radio the number of the vessel on which 
the kegs were loaded with request that arrangements be made for the 
acceptance and delivery of the kegs to Mr. F. P. Ling, Manager, Bank 
of China, Calcutta, India. 

Sincerely yours, 
(Signed) A. H. Carter, 
Major General, GSC, Fiscal Director. 


o 
(Book 848, p. 116) 


TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: May 21, 1945 i j 
To: Secretary Morgenthau (For information) 
From: Mr. Coe ; 

Subject: Textiles for China 

The following summary of the Chinese textile situation is given 
as background for tomorrow’s meeting with Messrs. Crowley and 
Clayton. 

y The Chinese Request. Dr. T. V. Soong requests that the United 
States make available 22,000 tons of textiles during the remainder 
of 1945 of which 7,000 tons would be used for military issue (uniforms, 
etc.) and 15,000 tons for anti-inflationary purposes. 
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2. Supply Situation. In memorandum dated May 3, 1945 Foreign 
Economic Administration states that to date 775 tons of textiles have 
been definitely allocated to China under lend-lease requisition; 3,200 
tons of textiles owned by the Chinese are moving from India to China. 
On May 17 Mr. Crowley said that he expected to get about 5,625 
tons for China from the Army, some from Canada and some from 
domestic civilian sources. 

3. Distribution in China. The U.S. Army authorities in China 
have tentatively approved a program whereby they would barter 
textiles against the food needed for the United States trained Chinese 
divisions. The U.S. Army procurement division in China feels that 
it can make a start with the Chinese owned cotton being flown in from 
India. Dr. Soong expressed willingness to allow the U.S. Army 
to start on the proposed barter schemes, though he doubted whether 
it would be able to get sufficiently large amounts of textiles into the 
hands of the consumers. 

We fully support this scheme whereby the distribution of Chinese 
textiles would be left in the hands of American Army authorities as 
far as possible, as there is no doubt that they would handle the dis- 
tribution much more efficiently than either the existing Cotton Yarn 
Administration with its admittedly poor record or any other Chinese 
agency. The Chinese should be encouraged to prevent these textiles 
from getting into the hands of speculators and hoarders or into 
Japanese-occupied territory. 

4. Financing the purchase of Textiles. Dr. Soong assured the rep- 
resentative of FEA in Chungking that the Chinese Government would 
be willing to pay in cash, if necessary, for civilian textiles. We feel 
that Dr. Soong’s offer should be accepted. 


(Book 848, pp. 147-168) 


May 22, 1945. 
11:00 a.m. 
TEXTILES FOR CHINA 
Present: 
Mr. Coe 
Mr. Haas 


Mr. Friedman 

Mr. Clayton, FEA 
Mr. Crowley, FEA 
Mr. Scheuer, FEA 
Mr. Willauer 

Mr. Farriss, State 
Mr. Gordon 

Mr. Batt, Comb. Prod. and Resource Board 
Mr. Adler 

Mr. Mason 

Mr. Stevenson 

Mr. Patterson 
Mr. Krug 
General Carter 


A 


H.M.Jr: Well, Mr. Crowley, why don’t we start? 
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_ Mr. Crowley: Fine. What we have been trying to do, gentlemen, 
is to get a picture, with the help of WPB or from the WPB, on the 
textile situation. I think that it’s going to get down finally to this: 
Next Friday we hope to have it completed. Monday the WPB Re- 
quirements Committee and the Allocations Committee will determine 
how much textiles would be available and give their recommendation 
as to the allocation. Now, there is no need of elaborating on the 
short amount of this material. It’s the shortest, perhaps, we have 
of all of our critical materials, In many of our countries, South 
American and other places, it is needed perhaps as badly as they 
need it in China. 

I think finally when we get this report we will have to agree on what 
the principle involved here is. First, I think the Army will have 
to recognize that if they feel this is essential to the prosecution of the 
war, that they are going to have to put in a very substantial con- 
tribution of their own textiles themselves in this thing. I think that 
the amount, and Mr. Krug will know better about that and he can 
explain it, but the amount that cen be put in from the civilian supply 
would be very little because there is not much they can do during 
the next few months to increase production. 

(General Carter enters the Conference.) 

Mr. Crowley: They cannot do more than maintain the production 
they now have, and even though they were to get a price increase and 
get some more men back into this industry which they tell me is next 
to impossible on account of the wage ceiling, that the increase that they 
would get during the third and fourth quarter would be very nominal. 
They also tell me on this civilian supply in here that our shelves will 
be bare of textile goods during the third and fourth quarters of this 
year. 

Now, it gets back to the determination of what this Government 
wants to do with the amount of textiles that would be allocated for all 
the rest of the countries of the world. I don’t think it is possible even 
with a contribution from the Army. It would have to be a large con- 
tribution to reach anything like one hundred and twelve million yards 
from what I gathered from all this information. I think we can get 
some from the French, some from Brazil, and I think by taking some 
away from the other South American countries that FEA can make a 
contribution from their allotment. Now we, this morning, tried to 
determine what the Army could be requested to do and what FEA and 
civilians could do, but I think that Jack Small and Mr. Gordon right- 
fully brought up that you couldn’t determine that until the Require- 
ments Committee had determined how much they were going to have to 
cut the Army and cut FEA before FEA could determine what they 
could have to put in the whole world picture. 

I think there is some doubt in the minds of some people, Will, as to 
whether this will be the thing to stop the inflation in China. I think 
that the Army feels that they want to use some of these textiles for the 
purposes of getting food. They want to arrive at it from that basis. 

Cap, I have tried to hit this thing, the highlights. Would you be 
kind enough to pick it up from there? 
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Mr. Krug: Leo, I think you summarized it very well. There cer- 
tainly isn’t any category of consumers’ goods that we are shorter on 
than textiles nor one where the production problem is as complex. 
The picture, as you outlined it, is accurate, and the only thing that I 
want to add to it is that we have undertaken and it’s been under way 
now for some time a production drive in textiles that may produce 
results by the fourth quarter of the year. I don’t think you can expect 
anything from it of any proportions in the third quarter, but from our 
point of view we would expect, first. that the meeting of the Require- 
ments Committee early next week should take place so that the Army 
and FEA have a chance to see where they are going to come out for this 
period, and second, I am reasonably sure that what will be left for the 
civilians after that for this country would not permit any leeway what- 
soever. Mr. Gordon might want to elaborate on that. 

Mr. Gordon: Well, Mr. Secretary, tentative divisions of supplies 
which have been recommended to us by the subcommittee which works 
on this show for civilians a reduction of about forty percent. from the 
Office of Civilian Requirements’ computations of civilian requirements. 
There are already substantial reductions because of military and heavy 
reduction for general exports. There will have to be many readjust- 
ments from the proposals that are being submitted to us this week. It’s 
impossible to say today where we'll come out by Monday, but I confirm 
everything Mr. Krug has said with respect to the criticalness of the 
situation and with the fact that supplies remaining for domestic 
civilian use will be inadequate in the extreme. 

Mr. Crowley: Could you give them a little bit of a picture on what 
your requests are and what you anticipate for production ? 

Mr. Gordon: On the grand totals for all claimant agencies on United 
States supplies only, the requirements are three billion seven hundred 
million yards as against a supply of two billion two. There is a 
shortage, as you can see, of about forty percent in toto. 

Mr. Krug: What quarter? 

Mr. Gordon: The third quarter. The tentative distribution for the 
main areas as proposed by the Textiles Requirements Committee shows 
six hundred and forty million yards for the military, including Army 
and Navy, as against requirements of eight [sic] forty-six million ; ex- 
port, one hundred and seventy-four, million against stated require- 
ments of five hundred and fourteen million, about a third; and civilian 
industrial and commercial, including food, requirements for the rubber 
industry and other industrial requirements, a very great urgency, one 
billion four hundred million yards against stated requirements of two 
billion four hundred million. As far as civilian apparel is concerned, 
which you might call strictly civilian, part of this tentative figure is 
about. four hundred and ninety million yards instead of requirements 
of nine hundred million, a little over fifty percent. I can give you 
any more details you would like, Mr. Crowley, but that is the raw 


icture. i y . o 
In the three categories the Chinese requirements are roughly twice 


; d supply possibilities. : 
y ra i an like to ask Mr. Crowley a question. He gave me. 


a figure the other day of forty-five million yards a quarter. Is that 


it? 


MORGENTHAU DIARY 1599 


Mr. Crowley: That's correct. 

H. M. Jr: As we stand today, what can the Chinese look forward to 
getting, say, when you give a period the first of January or 

Mr. Crowley: FEA has a request in before the Requirements Com- 
mittee for a definite allotment to China that was in before this came 
up that will be settled before the Requirements and Allotment Com- 
mittee next Friday, and then it will be reviewed on Monday. Isthat 
correct ? 

(Mr. Patterson enters the conference.) 

Mr. Crowley : So, it's impossible for FEA to tell you. 

H. M. Jr: Do you mind if I repeat my question so Mr. Patterson 
can hear it? We have had a lot of statistics. I have asked the ques- 
tion, what can the Chinese Government look forward to getting, and 
Mr. Crowley is just starting to answer. 

Mr. Crowley: What I said, Bob, is this: Next Friday—we have all 
presented our requirements to the Requirements Committee, the Allo- 
cation Board, and they will determine Friday and Monday what is 
set aside for China, what is set aside for our military or civilian popu- 
lation, and all other foreion exports. At that time we will know how 
much you set aside for China. Then, it’s up to us to determine whether 
we want and can take away from any other allotment that has been 
made by the Allocation Board to give to China as against some other 
part of the world. Isn't that correct? 

H. M. Jr: I had the impression last week you were making a survey 
of the world which would provide some various allotments. 

Mr. Crowley: That will not be ready until they are through with 
their meeting Friday. 

H. M. Jr: This was to have been through on Tuesday but it wasn’t. 

Mr. Crowley: That’s correct. 

H. M. Jr: But then in determining how much China will or will 
not get you take into consideration other commitments made. 

Mr. Crowley: We have to, and then if the President wants to take 
away from all the other countries a certain portion of it, if he under- 
stands the seriousness of it, then we can determine. what we want to 
recommend. : 

H. M. Jr: But, as of this Friday, it goes before this Allocation 
Board? ° 

Mr. Crowley: I think it goes before the Requirements Committee 
Friday and the Allocation Board Monday. Isn't that correct? 

Mr. Gordon: There's only one committee. 

Mr. Crowley: One committee? 

Mr. Gordon: The issue is so difficult we don't expect. to complete 
the work Friday. 

Mr. Krug: The final answer from the Allocation Board is ex- 
pected on Monday. 

H. M. Jr: But now, again, Mr. Crowley, to get this—as 1 under- 
stand it, you are saying this: Whatever allocation goes to China it 
will be out of what, non-military ? 

Mr. Crowley: No, no! When we were talking about forty-five 
million yards we had talked with the military about them using a part 
of theirs, Bob, their allotment for the purpose of trading for food 
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and things like that. It is because it would in effect help the inflation- 
ary problem that we are thinking about using these textiles for, and 
my understanding isthat thirty million of that forty-five came from 
the textiles the Army was going to use directly themselves. 

Mr. Willauer: The way that forty-five is arrived at is, it is fifteen 
million a month which the Army has told us that they want to supply 
this-way, ten million to write out in part for food for Chinese troops 
that the Army ïs supplying, and equipment, and the other five the 
Army wants to take in the factories in the Chungking area and use 
it to get raw materials—not raw materials, but finished equipment 
such as pick axes and trench tools which are being manufactured. 
That’s how you get your forty-five million, and that’s what we un- 
derstand tobe “military” requirements with military in quotes, because 
it’s a peculiar kind of military requirement. 

Mr. Patterson: It's a requirement we have a strong interest in— 
not in the same priority as direct supply of our own troops. Fifteen 
million a month, as I understand it, is the capacity that the Army 
say they can carry over the Hump and on the highway, and that is 
the saturation point. The Chinese want more, but fifteen million a 
month is the estimated maximum that can be taken in. 

Now, so far as where we find the fifteen million a month goes, the 
Army’s view is this, and it is only the Army's view and it’s not the 
complete picture, but we view as of the very highest priority the 
direct supply of cotton goods to our own forces, cotton duck and uni- 
forms, twill, all that kind of stuff that goes right into uniforms. 
That's direct. This Chinese thing, while we have a strong interest in it 
and support it, is not direct. It doesn’t go into uniforms. It’s an ex- 
porting economic measure for the supply of forces that we have taken 
responsibility for training and equipping. So, we have a strong inter- 
est in it, but it’s not of the same urgency as the direct supply of our 
own troops committed to the Pacific warfare. é 

H. M. Jr: Let me get this. This isn’t quite clear, this fifteen mil- 
lion a month. The way you have got it set up it comes from civilian 
supply or comes out of the supply which the Army has already set. 

Mr. Willauer: We don’t know. That’s the problem we are strug: 
gling with. 

Mr. Gordon: It’s practically imporsible to answer that, Mr. Secre- 
tary, because if there were no Chinese requirements in the picture at 
all, still the supplies are so inadequate no one would get what he wants. 
If you meet Chinese requirements in the picture, everyone gets still 
less of what they want. It’s impossible to say exactly from where this 
forty-five million is to come. : } ` 

Mr. Patterson: Due to the shortage, Henry, in estimated supplies, 
all of the water we believe has already been squeezed out of the Army 
requirements for the second quarter. We had a requirement in toto 
divided among about twenty-five items of five hundred million yards. 
We got four hundred and twenty-seven million, or seventy-five mil- 

lion below what we thought we needed. Now, the third cite our 
requirements of five hundred and a een t co do 

¡Jlion—we think that that is a firm Leau enii sega ONN, 
anything out of it: as being surplus or not needed to give to this new 


need of the Chinese. 
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H. M. Jr: Let me put it this way. 
Mr. Patterson: If anyone can fnd any 
H. M. Jr: It looks to me, around this forty-five million a month, 

what they are talking about is they hope to get it out of the Army, 

but it looks like pretty wishful thinking to me. But as of today, is 
there any cotton goods going into China, and if so, how much? 

Mr. Willauer: Yes, sir. 

H.M. Jr: What have we got going in today? 

Mr. Willauer: The Chinese fortunately had about thirty-two hun- 
dred tons made up, a third of finished uniforms, a third of yarns which 
can be woven, and a third of textiles which have been in the stockpile 
in India sometime. That is currently moving in. 

H. M. Jr: Thirty-two hundred tons. 

Mr. Willauer: Yes. 

Mr. Krug: How many yards? 

Mr. Willauer: Twenty-five million four hundred thousand yards— 
I think that's the yardage equivalent. You can’t really call it that. 
That's what we are using for our purposes. The real trouble is this: 
They started that program on the faith that we would be able to carry 
on. Now, I was told by everybody from the field that it would be 
very drastic if this thing wasn’t continued. You can see if they start 
feeding troops up to a certain standard by bartering for food, we 
have a lag of two or three months with no textiles coming from here, 
that program is going to the devil. That's what General Olmstead is 
most concerned abont, 
as M. Jr: This thirty-two hundred tons, who takes the liberty of 

te 

Mr. Willauer: The United States Army. 

H.M. Jr: In China? 

Mr. Krug: What would happen if the Army didn’t get any more 
Paz as after thirty-two hundred tons? How would it solve the prob- 
lem? 

Mr. Willauer: I don’t think it would solve it, although I would 
like General Carter to answer on that. I can tell you what they have 
told me. 

Gen. Carter: I think these textiles that have been going into China 
on China’s account from India Rave been handled entirely by the Chi- 
nese Government. We don't go in the field and barter for food. The 
Chinese handle food problems for us. 

H. M. Jr: They insist on the agreement. 

Mr. Adler: It’s not feeding our troops. 

H. M. Jr: No, of their own troops. That's what they are talking 
about here. We never fed them. 

Mr. Willauer: The way the machinery works—it was working when 
I was over there last—is this: We have a General named Cheeves who 
is OSS General over there, and he is actually running the purchasing 
machinery and distribution machinery to feed those Chinese Divi- 
sions. We are arming, equipping and training them. 

Mr. Crowley: If you haven't the textiles, the Chinese Government 
would have to run off some more paper to hand to the people for 
food. 


1602 MORGENTHAU DIARY 


Mr. Adler: Its doubtful whether the troops would be fed at all. 
The reason we undertook to see that they would be fed and the 
Chinese are anxious we should do so, was to be sure these Divisions 
would be fed better than the average Chinese Division is fed. 

Mr. Willauer: Which is practically nothing at all. 

Mr. Clayton: This thirty-two hundred tons of textiles in India, 
is that United States textiles or is it 

Mr. Willauer: No, they got it from India. 

Mr. Clayton: As a matter of fact, they are not getting any United 
States textiles at all? 

Mr. Willauer: That’s absolutely right except for six billion two 
hundred thousand yards which, with a couple of lapsed allocations, 
we were able to pick up the first and second quarter, but we haven’t 
even got the delivery on any of those yet. Total United States con- 
tribution to date to the Chinese with overall requirements is six 
million two hundred thousand. 

Mr. Patterson: This Chinese program is an FEA program, but the 
Army has a strong interest in it. It’s not the Army program; it’s, 
FEA's program. We have a strong interest in it and strongly sup- 
Po it, and of the different projects you have we think this is the 

est. 

Mr. Crowley: We want to make you a party to it. 

Mr. Patterson : We will take part in shipping it. 

Mr. Clayton: I think it’s important to keep in mind that of all 
our vast production of textiles so far as United States produced tex- 
tiles are concerned, we are furnishing practically nothing to the 
Chinese at the present time. 

H. M. Jr: It gets down to this thirty-two hundred tons which went 
out. 

Mr. Clayton: It was made in India. 1 

Mr. Willauer: That will expire. It started in May and it goes 
in—fifteen hundred tons a month will be through in June. » 

H. M. Jr: The six million yards you are talking about you haven't 
even got your hands on yet. ; . 

Mr. Willauer: No, sir, and we won't get our hands on it until June 
or July. - 

H. M. Jr: So, practically, you might say, there is no American 
manufactured cotton goods going into China today. 

Mr. Willauer: Correct. i 

Mr. Scheuer: You have got to take the total picture, Mr. Secretary, 
and of the total production in the United States forty-two percent 1s 
going to the military; and tó the United Kingdom, forty-nine pe celit, 
and Canada, eleven percent; and India, eighteen percent ; the British 
Dominion, thirty-six percent. For export m the United States we 
are roughly sending out nine percent. That's the figure we are ad- 
dressing ourselves to, the export figure. 

TH. M. Jr: Ifyou don’t mind T i 

MST De Me. Clayton: He starts with the total pro- 

. , ta 7 ` g ' t ‘ 
duction in the United States. Isn't that where you start! 


Mr. Clayton: Right. 
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Mr. Scheuer: Nine billion four hundred million. 

Mr. Clayton: That’s nine billion four hundred million yards pro- 
duced in the United States. 

Mr. Scheuer: That’s right. And we have given none of it to China. 

H. M. Jr: We have been talking about this for three weeks and 
really haven't made any progress. 

Mr. Scheuer: The difficulty is their quarterly allocation is made 
both military and in connection with export, and the orderly way that 
it is being dealt with is by the Requirements Committee to reappraise 
in the light of new demands, and that is about to be done. It’s a rather 
complicated business after you have made a commitment to foreign 
governments on textiles to take them away from them. 

Mr. Krug: I think there's an overall picture we must keep in mind 
here. I don't think anyone can say you can cut in further on our 
domestic textile situation. I think that will wreck the whole home 
front economy in no uncertain way. The military feel you cant 
make any further cuts there which leaves eight hundred million yards 
a year going for export. 

Now, as far as the War Production 'board is concerned, we don't 
care about that exportation. That's a problem of FEA and the State 
Department to work out, but it seems to me very clear-cut that unless 
the military can give us something, and they have assured us they can, 
you are going to have to take care of China out of this eight hundred 
million, and we have no interest in how that is done. I must say, in 
hearing this discussion here, it seems a little peculiar. We have been 
fighting a war for many years, and the Chinese have been doing a part 
of it and all of a sudden we have to find textiles from this country to 
take care of some problem that presumably has been met in some 
way fora great many months. 

Mr. Clayton: It’s been met mostly by their going without the 
clothes. There are about four hundred million people in China and 
they have been starved for textiles a number of years ‘because nearly 
all the mills fell into the hands of the Japanese. I suppose they get. 
something. It may be smuggled across the line, but they have been 
starved for textiles, and now we have got a capacity over the Hump 
there, they tell me, of about fifty thousand tons a month of cargo, and 
we must, I think, find some wa to give these Chinese some textiles, 
because we have got the opportunity now to transport it to them, 
and I think that we just can’t sit here and look at this thing and say ` 
that, well, we only have eight hundred million yards out of which we 
can find it. I think we have got to try to find it some other way. 
Nobody believes that the importation of textiles into China at. the 
present time will stop inflation. It certainly will help to retard it, and 
I think that the military will tell us that that is an important factor. 
If we are going to keep China in the war, we want to retard this infla- 
tion in every way we can because the way they pay these troops, buy 
their supplies for them and everything else for them, is they are print- 
ing paper money, and the more they have to print, the less it will buy, 
and the thing will break down some day if we don’t help them with 
some real goods. 
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Mr. Patterson: This program for the Chinese, though, is unique 
in two ways from other export requirements, as I see it. In the first 
place, the Chinese are in a more desperate condition than any other 
claimant. 

Mr. Clayton: They certainly are. 

Mr. Patterson: They are in the worst position, and in the second 
place, it has a fairly direct bearing upon military operations to de- 
feat the Japanese, far more than goods to Canada or goods to South 
America or goods to South Africa, far more. 

Mr. Crowley: Let's get this thing in order. Let's not get the im- 
pression the only ones for giving textiles to China are you three fel- 
lows. (Laughter.) So, we'll get this thing in order here. Let's 
get this production figure you have—take your Army, the Army comes 
along—and I am not so sure they ought to have a vote in this thing— 
they come up here and they are not. willing to give up anything, so 
they don’t give any support other than moral. 

Mr. Patterson: We contributed in the second quarter seventy-five 
million yards. It wasa forced contribution. (Laughter.) 

Mr. Crowley: The first contribution that has to be made out of 
this overall production is the amount that goes to the military. That's 
got to be deducted. That's two million five, five, seven. Now the 
next thing 

Mr. Krug: Two billion, five, five, seven. 

Mr. Crowley: The next thing you ought to do is to prepare your 
statement on your own civilian consumption and what your problem 
is and what you feel you have to have for it. Now, then, we'll pre- 
sent for FEA what the overall commitments nre that we have, in- 
cluding what we put in there. They say we can have for China, [sic] 
and after we get all those totals, if the top committee feels they want 
to recommend they take more away from the civilian people than 
from the military and FEA, that’s the way it’s got to be determined. 
If you want to say, well, that you think we ought to give it to China 
in place of South America, all you have to do is give me a memo 
to the effect that you think it ought to be taken away from them 
and we'll take it away from them, but when you are making one fish 
follow the other in this textile thing now you are getting into water 
that’s pretty deep, and I don’t thinls it’s humanly possible, no mat- 
ter how much you try to cut, to find 

Mr. Clayton: I don’t think it’s a matter of making fish follow the 
other. I think you have got a country here that is an ally and fight- 
ing the war with us and they haven't had anything. They have been: 
starved. 

Mr. Crowley: You have got to take it way from someone else. 

Mr. Clayton: You have got to take it away from somewhere. 1 
don't say you have got to take it away from these export claimants, 
but you have got to take it from total. by 

Mr. Crowley: If you don't. take it away from exports, it’s got to- 
come out of the Army or civilian supply. 

Mr. Clayton: That's right out of the total pot. | ; 

Mr. Crowley: We are in the position—we ae POS papat feli, 
We say to Cap, “You have got to take it out of civilian,” or 1f each 
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one could give up a little, we might meet parts of this, but as I view 
the thing, unless the Army gives up something, Cap, that the little 
bit of a take you have from all the rest doesn’t amount to anything. 
is that correct 2 

Mr. Krug: That’s right. 

H. M. Jr: I would like to say something if I could. President 
Truman—and it must be at least three weeks ago, but T. V. Soong 
called on him. There were three things he wants, four thousand 
trucks—I take it he is going to get those. Is there any catch on 
those? He wanted some gold and he is going to get that. He is 
going to get just what he asked for and I hope it doesn't go the way 
the last one went, but at least he is going to get that, and 

Mr. Crowley: Well, Henry, there just is no comparison. 

H. M. Jr: Let me just finish. Now, I think we do a lot of sparring 
around here, and 1 think it all gets down to a military matter, and 1 
think 1f Mr. Patterson would get a little more excited about this and 
some of our soldiers and realize if it’s a fact that the Chinese are be- 
ginning to fight and if we can keep them going with fifteen million 
yards a month, or whatever it is, then that means it is going to save 
the lives of American boys there by putting Chinese troops in who 
want to fight, and the Army says, “dammit, we want them to get 
it,” but I don't think anybody can do this except the United States 
Army and they have got to make up their minds it’s a strict military 
matter to keep these Chinese troops going. Fifteen million yards and 
all the rest I think ‘is just a lot of chatterboxing unless the Army takes 
that position as a straight military matter, and unless the Army does 
their best to do it, we are not going to get anywhere and all the rest is 
just plain chatterboxing, and I don’t give a damn where it comes from. 

Mr. Patterson: What 1 said states the Army's position. Of all the 
export requirements we have this stands out for two reasons: The 
need is the greatest and also it’s a contribution to people who are di- 
rectly fighting the Japs. Now, all of these other things, they may be 
lovely for supporting some high policy or something, but you haven't 
any fighting going on from any of these other people. Right now that 
I know of for future military operations these other export claim- 
ants 

H. M. Jv: If the Army wants fifteen million yards a month, they 
can take it. It’s there. 

Mr. Scheuer: From where? 

H. M. Jr: I don’t care, if it’s being manufactured, let them take it. 

Mr. Patterson : It's a decision for the WPB to make. 

H. M. Jr: You have to ask for it. 

Mr. Patterson: We have. I have asked for it and I am asking for 
it now. It'san FEA program. We are strongly for it. 

H. M. Jr: Have you asked for it formally—fifteen million yards a 
month ? 

Mr. Patterson: I think so. No, it’s 

H. M. Jr: I don’t think there's a formal document from the Army 
saying, “We want fifteen million yards a month to go in over the 
Hump to China.” 

Gen. Carter: That's correct. I don’t think we have a formal docu- 
ment, but it came about in this request from Dr. Soong. 
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H. M. Jr: But a formal document hasn't been written and signed 
by the Under Secretary of War. 

Mr. Patterson : 1 wonld be glad to put that in writing. 

H. M. Jr: Then we'll get somewhere. 

Mr. Patterson: This is a subcommittee report to the Inter-agency 
Committee on export of civilian supplies, and it states here—I think 
this was a week ago—the Army reports that it is prepared to support 
a Chinese allocation up to forty-five million yards for the third quar- 
ter. Now, we can make that more emphatic, but we have supported 
it all right. 

Mr. Gordon: That was based on oral information. 

m M. Jr: You put it in good, unadulterated, Robert Patterson, will 

on: 
4 Mr. Patterson: Yes, sir. Il be glad to. I can. Of course, my 
view is a partial one, having in mind its impact on military require- 
ments, but you can point out some export requirements in there to 
other countries that have very, very little to do with the actual 
fighting. 

Mr. Crowley: I think that’s true. 

Mr. Patterson: They are commitments made for other purposes, 
political purposes, I have no doubt. You take the allocation to 
ete It has always been a most generous allocation and it is right. 
today. 

The Australians raised that a year ago. They pointed ont all of the 
advantages they have ever given. They were given a seven percent 
differential, to go above ceiling prices. They were given cash, the 
right to deal in cash, no renegotiations or price adjustment. They 
never had the slightest difficulty in getting their full allocation, and 
they are exporting cotton goods and everything right along. 

Mr. Gordon: The Canadians lost the seven percent in January. 

Mr. Patterson: They had that for quite a while, didn't they, and 
a very generous allocation and the need in Canada isn't to be compared 
with the need in China. 

Mr. Clayton: It’s been proposed to cut Canada sharply in the third 
quarter. They export certain types of fabrics to England that we 
don’t want to export. 

Mr. Patterson: We have been supporting the program. 

Mr. Clayton: The total, the twenty-five million yards is all they 
export, which is a fairly nominal figure. J i 

Mr. Patterson: Don’t you think their allocations, Will, have been 
very generous. 3 ee. 

Mr. Clayton: I haven't followed it. I don't know. I think if we 
had been 

Mr. Patterson: There is no question about it. All of the other 
claimants think so and told me. y 

Mr. Clayton: I think if we are allocating a substantial amount to 
anada, we should review it. y 

Ca cion : We don't believe that the allocations to Canada have 
been unduly high. If we did, we would have cut Hier petore. They 
have been cut each quarter and they are supposed to be cut less than 


half this quarter. 
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Mr. Scheuer: Less than half of what? 

Mr. Gordon: Their stated requirements. 

Mr. Patterson: That's less than half of their stated supply. They 
could get cut off entirely from ours. A very large portion is used in 
making fabrics, industrial fabrics which they don’t make themselves, 
which is necessary to export their industrial products. They could 
shift their own production if they had to. 

Mr. Crowley: Mr. Willauer, we made an allocation here which was 
made like the rest of these fellows make allocations, without knowing 
the facts, and we set up for the third quarter twenty million from 
the Army and twenty million from FEA and five million from 
civilians and fifteen million from French-Brazilian purposes which 
would give you sixty million. Now, the trouble with this thing here 
is, and with all due respect to Mr. Soong—it’s damn easy for Mr. 
Soong to go over to the President and get in his request and there 
and then to throw it back and ask us to find one hundred and twelve 
million yards of textiles. Now, Bob, if you want those textiles, there 
is one way you can get them. As I understand it, if they say that 
this is necessary for the military that they get the first cream off the 
bottle, if they can show it is necessary for the military: 

Mr. Krug: Then we can divide up the total supply and when we 
are through they get better treatment than anybody else. 

Mr. Crowley: All right. When you are getting down to what ef- 
fect this is going to have on your civilian economy, what it’s going 
to have on FEA with their foreign commitments, we are perfectly 
willing to cancel these foreign commitments and give it to China if 
that’s what is to be done, but let’s have the picture and get the thing 
set up here and let Mr. Truman determine, if you want, what he wants 
to do with the civilian supply, because you are going to have to work 
it at home here if you take it out. 

Mr. Krug: The orderly thing to do is come up under the alloca- 
tions to be made—come up this week. If you don’t get enough out 
of export to take care of alanis requirements, and you insist you have 
to take more out of civilian economy, I think our position is going to 
be the President has to back you up. 

Mr. Crowley: I think before he touches some of these things, that 
the President has got to know tlfe picture. Now, if the Army, in the 
meantime, will get you over a letter saying it is necessary for military 
purposes, that at least puts it up In a different category than it is 
when it is down in FEA with the other countries. 

Mr. Krug: I rather doubt it will make any great difference, but 
from our point of view it isn’t important whether it’s part of the 
Army claim or part of your claim. i Lew 

Mr. Crowley: What happens on this thing here in all of this, es- 
pecially on these tight materials, these fellows come back from San 
Francisco. They run all around town, and we find the same situation 
all the time, don't we? In reality, if they let the thing be handled 
until we get the picture, we would know what we want to do for 
them, and we wouldn't get ourselves. in these positions. It happens 
all the time with South America and all over. 

H. M. Jr: When can I get an answer on this thing, yes or no? 
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Mr. Krug: We can give Mr. Crowley his answer on Monday if 
this is going to be a straight. FEA claim, and I assume he can im- 
mediately tell you what part of that he can give the Chinese. 

Mr. Crowley: Would it be better for us to say not until Wednes- 
day, because if yoii get it Monday, that would only give us one day. 
If we could have a.meeting here Wednesday and have a report on 
it 


Mr. Krug: We won't be ready until Friday. 
Mr. Gordorr: Yow're speaking of a week from tomorrow. 
Mr. Crowley: Yes, because you don't meet until Friday. 
Mr. Krug: That's right. 
Mr. Crowley: And that’s the very best we can do. 
H.M. Jr: What do you suggest ? 
Mr. Crowley: A week from tomorrow. 
H.M. Jr: Where? 
Mr. Crowley: At your office. 
H.M. Jr: A week from tomorrow. 
Mr. Crowley: We will have textiles right in our pocket, what we 
have available. 
Mr. Krug: You will have them on your back, Leo. 
Mr. Crowley: Eleven o’clock is fine. 
H. M. Jr: Shall I order a Chinese dinner at the Republic restaurant 
E celebrate on Mr. Soong? (Laughter.) Eleven o'clock Wednes- 
ay. 
Mr. Crowley: A week from tomorrow. 
H.M. Jr: Okay. 


(Book 849, pp. 27-30) 
May 25, 1945, 
10:30 a.m. 

HM Jr: Hello. 

Operator: Mr. Patterson. 

HM Jr: Hello. 

Mr. Robert Patterson: Yep. 

HM Jr: Bob. 

P: Yep. 3 

HM Jr: I thought your letter to Crowley was wonderful, but I 
got a letter from General Carter and 1 think he completely misunder- 
stands this question of what the cotton is going to be used for, and 
I wanted to bring it to your attention. 

P: Isaw Carter’s letter. 

HM Jr: Well, 1 ; P 

P: It went into details on a lot of things that were not of a main 
SIM Jr: That’s what I thought 

Jr: That’s what I thought. à p ' 
ral, Pa I just said—I sold him all right, but I didn’t 
f hought we had to attack.. , : 
Sa a attacked, but may 1 ping ibe to your attention. 
> Crowley is the boss on that thing, isn't he* 
ae Well, that’s just what I want to talk to you about. 
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BE I had thought Krug was, but they told me no—that under this 
committee that Jimmy Byrnes set up on exports that Crowley was the 
Sub-chairman. 

HM Jr: Well, I had lunch with General Marshall yesterday, and 
then subsequently some General came over who is Deputy Chief of 
Staff of the forward American Army in China, see? 

P: Yeah. ; 

HM Jr: And, after talking with both of these gentlemen, it seemed 
to me that the fight that you and I are putting up—that we should 
make certain, if you agree with me, that this cotton, if we get it, 
should go to the head of the Supply service over there. 1 think it 
is General Cheeves. Isthat his name? 

: Who? 

HM Jr: Cheeves? 

P: I don't know. 

HM Jr: Well, you've got a General over there in charge of sup- 
plies, and this is what I envisaged. 

P: Yes, his name is Cheeves, I think. 

HM Jr: Cheeves, I think so. Now if he gets this cotton goods, and 
then uses it for a barter and gets food for the Chinese troops, they'll 
get it. But if we turn this over to T. V. Soong, and he uses it for the 
vague thing called fighting inflation, nothing is going to happen. 

P: Yeah. 

HM Jr: Now, it’s going to be very, very difficult to get it. And I 
would—if you don't mind my calling up to make this suggestion—that 
if this cotton is gotten, that is, is turned over in the first instance to 
General Cheeves, if that’s his name. 

P: Yeah. 

HM Jr: For barter for food for the Chinese troops. 

P: Well, I pitched it in the letter as hard as 1 could. 

HM Jr: Yeah, but—— 

P: And you'll also write Crowley ? 4 

HM Jr: Well, I dont have to—I mean F told him, and I don’t 
think—it’s unnecessary forme to write him. 

P: Yes. 

HM Jr: But the thing that is bothering me, Bob—if we get the 
cotton, I don’t want to have it 39 through the Lend-Lease channels to 
TEV: 

P: I know. The Army ought to cop it when it gets there. 

HM Jr: It should be billed to General Cheeves—if that is his name, 

P: Yeah. I'l follow that up. : i 

HM Jr: If you agree with me, I wish you would. 

P: Ido agree. 

HM Jr: And General Marshall feels that the cotton should be used 
for barter to get food for the Chinese soldiers. 

P: Yep. 

HM Jr: Now 1 was told yesterday that the United States Army 
controls all the trucks to handle supplies that go in. 
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P: Right. pe , 
HM Jr: And if they handle that, it isn’t going very much further 
to handle the cotton that comes in in the trucks. e F 
P: Wel, it'll be devoted to the intended purpose if the Army 1s the 
consignee of it over in China. No doubt of that. 
HM Jr: That’s right, and not to go to T. V. Soong for some vague 
inflation thing. 
P: Yeah—Army control. ee 
HM Jr: To goto T. V. Soong, it would be dissipated just the way 
he dissipates the gold. x 
P: Are they going to make the allocation ? 
HM Jr: I don’t know, but I just wanted to call you and see whether 
we were together. General Carter’s letter sort of upset me a little bit. 
P: They can squeeze it out of other export allocations if they will. 
HM Jr: Well, I talked with: 
P: You know how they are though, they came in late. 
HM Jr: I know. 
P: They think they have commitments to other countries, and they 
don’t like to upset their preliminary commitments. 
HM Jr: I know. For your ear, I talked to President Truman. 
Told him about the fine stand that you were making, and he pounded 
the desk and said, “We've got to get this cotton.” So we are going to 
get it. 
P: Good. 
HM Jr: If they don’t act in the next day or two, then I thought that 
you and I would go and see President Truman and maybe take Will 
Clayton along, who wants it. 

P: Yeah. 

HM Jr: We’ll just get it, that’s all. 

P: Well, Will wants it doesn’t he ? 

HM Jr: Very, very much. 

P: Yeah. Where does the opposition come from—simply from 
Crowley ? 

HM Jr: 1 think from Crowley. He's got a lot of commitments and 
he doesn't want to change them. 

P: I know some of his people down the line though believe in the 
allocation. 

HM Jr: Yeah. Well, between now and next Wednesday, or Thurs- 
day, we'll clean it—and if they don’t clean it up, we'll go over:and 
a He'll order it because he wants it. 

HM Jr: And so does General Marshall. 

P: Yeah. Allright. 

HM Jr: Ithank you. 

P: Thank you. 
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May 29, 1945. 
3:00 p.m. 
TEXTILES TO CHINA 
Present: 
Mr. D. W. Bell 
Mr. White 
Mr. Coe 
Mr. Pehle 
Mr. Friedman 
Mr. Stevenson 
Mr. Scheuer 
Mr. Willauer 
Mr. Adler 
Mr. Crowley 
Mr. Clayton 
Mr. Small 
Mr. Turner 
Mr. Gordon 
Mr. Patterson 
Colonel Denton 
Mr. Farris 

Mr. Willauer: The forty-five million yards a quarter or total of 
ninety million yards are justified on the grounds they will be used for 
direct military purposes, that is, to purchase food and equipment for 
troops, and as a matter of legal interpretation of the Lend-Lease Act, 
leaving policy aside for a moment, I don’t think anybody could ques- 
tion that amount would be lend-leasable. 

(Mr. Turner, Mr. Small, and Mr. Gordon enter the co .ference.) 

Mr. Willauer: The United States Army has asked to go on record 
officially in the letter from the Under Secretary and in other places 
stating that the United States Army wants to obtain fifteen million 
yards a month which is ninety million yards during the six months we 
are talking about which the Army proposes to take and use to procure 
food and other supplies for the Ghinese Army. Therefore—— 

H. M. Jr: May I interrupt you, if you don't mind? I just want to 
make certain. They said that this cotton is to be delivered to the head 
of the United States Army Services and Supply. They would receive 
it, General Cheeves. 

Mr. Willauer: That is now General Aurand. That question has not 
been officially raised with us but I know that General Olmstead, who 
was here, told me he had worked out with Dr. Soong that that amount 
was going to be handled directly by our own Army. i 

oT gee a Colonel Denton enter the con 

Mr. Willauer: I assume there will be 1 i i i 

Chinese” consent if that is requested by ae rea y do ono a 

Leki e ad cd oy athe Army we do it that way. 
v procedure to deliver things to the United States Ar 

there. They deliver all their own military 1 che ny RE 


f end-1 : : 
have no official request from anybody to do it Ga ee way, bnt we 


ference.) 
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Mr. Scheuer: Would it be acceptable to the Chinese ? 

Mr. Willauer: We haven't any official word from them but Dr. 
Soong has been pretty liberal on any terms we wish to impose on them. 
Knowing him as well as I do, I think he will say yes. 

Mr. Clayton: Ithink-what he wants is to get the textiles into China. 

Mr. Willauer: He has consented to do it this way but I think we will 
want a letter from him, you see, before we say we will do it that way. 

Mr. Coe: Is it your point that some part of this should be lend- 
lease, because we had thought that the Chinése were willing to buy 
all of it? 

Mr. Willauer: Just a minute. The Chinese have said that they 
would like to have it all on lend-lease if they could, but if they can’t 
get it any other way, they will pay cash, but they have asked us to 
do it on lend-lease where we think it can be done and I have recom- 
mended to Mr. Crowley that the part which is ninety million yards, 
if the United States Army wants to handle it directly for direct war 
supplies to the Chinese, 1t is clearly a lend-leaseable thing from a 
legal point of view, and the balance is clearly cash. 

Mr. Scheuer: These off-shore purchases are entirely different. 

Mr. Willauer: That's right. The off-shore purchases the Chinese 
have already said they are going to pay cash and the USEC is doing 
it. Now, how that will work out in the ninety million, I havent fig- 
ured out yet. It depends on how much they get out of off-shore and 
United States funds. 

Mr. Scheuer: We are vulnerable if we go and pay extremely high 
prices over and above domestic ceilings in foreign markets to supply 
on lend-lease. 

Mr. Willauer: I am not suggesting that. at all. A question would 
come up, ‘Sidney, if you got less than ninety million out of the United 

tates. 

Mr. Scheuer: Well, this is very apparent from this. 

Mr. Willauer: To an extent you do. 

Mr. Scheuer: You would get about twenty-five million from the 
United States in the next quarter as I understand it. 

Mr. Willauer: That’s right. 

H. M. Jr: It still isn't clear in my mind. 

Mr. Willauer: There are two ená uses for the total pool of tex- 
tiles. The first end use is to be manipulated by the United States 
Army to barter and supply United States-Chinese troops with equip- 
ment. 

Mr. Crowley: That, you think, will be ninety million yards. 

Mr. Willauer: Of the total pool that's suppose to be ninety million 
yards. As Sidney points out, there's another complication. We're 
not going to get ninety million yards out of United States, and we 

can’t do lend-lease on the Brazilian thing. If it looks weak, we are 
going to get fifty million out of ninety million ay gi ae United 
States, it will only be that fifty that will be lend-leasa a i there 
will be a theoretical right if there is ninety milion, ar ee El mish it. 

Mr. Crowley: If they use their own moner w nan 1g w pom we 

have to take their cotton and their textiles and give ıt to our Army to 
be used for barter? 
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Mr. Willauer: We can't. 


; Me Crowley: All the Army gets is the amount we have lend-leased 
o them. 

Mr. White: The question is whether, now, as I understand it, that 
the mere position of pyrit power to buy cotton is in itself quite 
inadequate to obtain the cotton, there are two other elements necessary. 
One is to ship it and the other to buy it, even if you have the money. 
Both of those latter two are done, as I understand it, entirely through 
the good offices of the United States Government and therefore you 
can’t exact quid pro quo on any terms you think reasonable, and I was 
under the impression that that is what was being done, because in 
Mr. Patterson's letter here it specifically states they ‘are going to take 
it over for the Chinese Government. What they are going to do is 
see that it is going to be used under such conditions for the best in- 
terest of the Army, and that would have to be ascertained. Those 
would be conditions which the Chinese Government would be willing 
to accept to compensate you for the trouble you are going to in ship- 
ping the goods and depriving somebody else of those goods. So, it 
seems to me the question resolves itself to, as far as discussions have 
gone, to the President, whether you want to give them the stuff even 
though they say they are willing to pay for it or whether you 
should 

Mr. Crowley: Harry, we couldn't give them the stuff we are going 
to try to acquire. 

Mr. White: Acquire within the United States. 

Mr. Crowley: We can give them under lend-lease the amount we 
can acquire in the United States. 

Mr. White: They said they are willing to pay for it. 

Mr. Coe: They have said that in writing. 

Mr. Patterson: You can exact in a condition to all deliveries in 
China no matter where they come from. There is not the slightest 
doubt of the Chinese agreeing to it. 

Mr. Willauer: You cut across the whole question of lend-lease 
ability to China on this thing. You have got here a clear military 
end use, and if you say that the textiles that are going to go directly 
for the benefit of the troops are not lend-leasable, how about the guns 
and everything else? It’s a vet'y much bigger question than these 
textiles. That is one of the reasons I am making this recommenda- 
tion to you, because it’s a fact that it is generally understood the 
Chinese have a billion dollars in this country, but there are other 
claims on it and I am not so sure, Mr. Crowley, whether as a matter 
of policy you want to have a piecemeal solution of the over-all ques- 
tion whether the Chinese are entitled to any lend-lease, whether they 
have spent one billion dollars. 

Mr. Crowley: The rest of the countries didn’t do that. 

Mr. Coe: Its difficult when you have a country come in asking 
that some of their dollars—loaned dollars—asking in writing to use 
it for textiles, and you come along and say, “No, we want some lend- 
lease policy to lend-lease it to you.” 
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Mr. Willauer: Well— 

H. M. Jr: Could I make a suggestion? It seems to me from listen- 
ing to the conversation, as far as American cotton cloth which origi- 
nates in the United States, which isn’t much, it. seems to me without 
consultation with other people that you would have the right to 
lend-lease them that if you wanted to have it delivered to the United 
States Army. Now, then, the other question comes up making avail- 
able to them this cotton m South America, and I would like to suggest 
for that purpose they use their own money. 

Mr. Crowley: I think that’s 

Mr. Willauer: That’s what they are doing, sir. 

Mr. Crowley: That’s what he is willing to recommend, Mr. Sec- 
retary. 

H.M. Jr: But I would, before making it available, I would insist 
that it be—even cotton from South America—be delivered to the 
Services and Supply Unit of the United States Army. 

Mr. Crowley: In order to tie it in and get the benefit of the over- 
all—do you think you can do that? 

Mr. Willauer: I think so, to the extent the United States Army is 
prepared to handle it. There’s a top limit on that ninety million 
yards, and there's more in this allocation. If the United States 
Army is prepared to handle more and wants more, that is a separate 
question. 

Mr. Clayton: There’s not much more than that in the allocation, 
about one hundred and five, maybe, in the total. 

Mr. Willauer: That's right, but there is some 

Mr. Pi on Over a period of six months that would be very little 
a month. 

Mr. Patterson: I am greatly gratified to see allocations made in the 
third quarter for forty-five million yards. I guess you all know that 
the large part of the Chinese Army is being reorganized. It’s a 
difficult situation, and they have already made a very promising be- 
ginning—whole scale. The fighting in China is, we believe, going to 
undergo a rapid change for the better, and they are for the first time 
conducting a real defensive. Those are not just newspaper stories 
either, and the hopes of our Army people over there are high on 
getting a real effective effort against the Japanese in China. If they 
don't lick them, we have got to. So that I mean, if the Chinese don't 
lick the Japanese, the American forces must do the job, and so its 
decidedly for the benefit of the United States to see that Chinese 
operations are a success and it’s not without very fair prospect of 
success. For the first time now in three and one-half years they are 
on the go. 

Mr. Clayton : That's fine. : a dl 

Mr. Patterson: This will go a long way toward IS then bas 
ties and supply problems, but we think it TU a e ponies g 
it in China be supervised.by the Army people there PA Une Ae 
all the textiles do go to the support of we Chinese ee aah $ ? theg 

than to some over-all thing that would esa hice Om] ÚS dii 

` her and really not be directed to the mtencec ar ae 
PRR done so well on—I don't like to find fault with anything, but 
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I wonder whether the allocation of the twenty-two million yards from 
Brazilian and Mexican production may not be a when, as, and if al- 
location, and not as firm as the other allocations. 

Mr. Crowley: I don’t think that's quite as firm. I'll have to call on 
Mr. Willauer. He manipulated around that all morning with Jack 
Small, here. 

Mr. Patterson: I wonder whether the Chinese aren't taking a 
chance. 

Mr, Crowley: That’s not as secure as having it come out of our own 
supply, Bob, but they think there is a better than fair chance they 
carry that. Í 

Mr. Patterson: Why not spread that over the whole distribution ? 

Mr. Crowley: Take it out of military and all? 

Mr. Patterson: Well, there is quite an itemization here. You have 
got the Chinese down here for only twenty-three million yards out of 
one hundred and twenty-six. Why don’t you add twenty-two to one 
a and twenty-six and make them all take a chance on that 
thing? 

Mr. Small: The Brazilians are supplying a lot of other Latin 
American countries and other liberated areas in Europe. 

Mr. Crowley: I don’t think—the Combined Board of the WPB 
and FEA have worked days and days on this thing, and this is the 
best thev can do. 

Mr. Clayton: Has this Brazilian and Mexican ‘stuff been bought? 

Mr. Small: There are men down there now. 

Mr. Clayton : It hasn't actually been bought ? 

Mr. Crowley : Some has been bought, hasn’t it, Sidney? 

Mr. Scheuer: No. a x 

Mr. Patterson: That's a diversion. It was intended for the French, 
wasn’t it 2 , 

Mr. Scheuer: This doesn’t involve the diversion. This is free, over 
and above. 

Mr. Patterson: It’s not as contingent as I thought. 

Mr. Clayton: It may be if it hadn't been borrowed. You're not 
sure they can get it 2 ; 

Mr. Scheuer: They have an ynderstanding with the Combined 
Board to supply these quantities. 

Mr. Clayton: But the mills down there are the ones who have to 
supply it. 

Mr. Scheuer: The Government has undertaken to do that. Whether 
me O oE can do what it has proposed to do, you know better 
than 1. 

Mr. Clayton: They have been working night and day, and they have 
all kinds of commitments and orders. I was wondering whether they 
are in a position to doit. The price is very influential down there. It 
is in most places, and certainly down there. : 
er eee : We are going down with the highest prices for the 

Mr. Clayton: If they can get this total quantity, Bob i 
say, of one hundred five million for six KARE E Be 
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teen and one-half million a month. If you take seventeen and one- 
half í 

Mr. Patterson: That’s right. 

Mr. Clayton: I think it should all go to the Army and the Army 
should have distribution of it. 

Mr. Crowley: Leave a few. 

Mr. Patterson: Of course, it goes to the benefit of the Chinese 
troops, but 

Mr. Clayton: Certainly. 

Mr. Patterson: But we would make sure it did go there. 

Mr. Crowley: Would it be all right, then, with everyone along the 
Secretary of the Treasury's side that we will give them on lend-lease 
whatever we give, if it’s ninety million or fifty, whatever it may be, 
from our own resources, but what’s acquired from Brazil and Mexico, 
whatever price they pay for it comes out of the whole fund, and then 
we will try and tie 1t all in, the whole program, and allocate it to the 
Army for their purposes ? 

Mr. White: Bob, this is assuming a slightly different aspect than 
I thought. Is it your thought these textiles will be used by the troops? 
Not that you will use it in whatever way you see fit, although you ex- 
pect some advantage to accrue. 

Mr. Patterson: I think all they want the Army to do there is to 
make sure that the Chinese use it for the supply of their troops. 

Mr. White: This:cotton is to be allocated for troop use? 

General Denton: It’s purely barter. There will be no troop use ex- 
cept as money. 

Mr. Patterson: They are going to use it as money. They will take 
it out of the country, as I see it, and trade textiles for food. 

Mr. Willauer: That'sthe Army plan. 

Mr. Bell: The Army was merely going to be in charge. They 
weren't actually going to distribute it. 

Ri Patterson: They can get supplies to the Army by use of tex- 
tiles. 

Mr. Clayton: You can see it gets the widest and most profitable 
distribution. a 

Mr. Patterson: For what we need. 

“Mr. Crowley: Is that all right? ) A 

H. M. Jr: Yes. Why don't you restate the thing so we will be sure 
weall understand it. a 

Mr. Crowley: Whitey, you go ahead and set the thing up, how we 
are going to pay for it, so we get it all on the record. i 

Mr. Clayton: Yes, that's fine. I imagine also one of the first things 
to do is make contracts for it and make sure you get it contracted 
for and bought. Allocations and purchases, procurement, are two 
Se tice, We are trying to get one thing settled here so we 

can get on and get out those contracts. 
a yA ony i have a request from Kung for thirty-five 
¡llion, isit? ed : 

ae her: Twenty-five million for the textiles. 
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H. M. Jr: Twenty-five million of their own money, to release that 
money to buy cotton goods, and what I was answering him verbally 
was I wasn’t going to give him another letter until he showed me 
he had the goods. If he wants to use it for this purpose, I don’t 
know what. that stuff costs a yard. : 

Mr. Willauer: We are figuring about thirty cents. 

H. M. Jr: Whatever he wants, if he has this, we will release that 
E money to buy this, but I am not going to give any more blanket 

etters. 

Mr. Willauer: Do you want me to state the position? 

Mr. Crowley: Yes, sir. 

Mr. Willauer: It’s proposed that of the total allocation of about 
one hundred and five million yards of textiles that part will be pro- 
cured in the United States and part will be procured in South Ameri- 
ca, Brazil and Mexico. It’s further proposed that such part as is 
procured in the United States up to an over-all ceiling of ninety mil- 
lion yards will be on lend-lease. It’s now estimated that that part 
which will be procured in the United States will be approximately 
fifty million yards. All balances which are procured outside of the 
United States will be for Chinese cash to be obtained from the Treas- 


ury. 

Mr. Bell: Their own cash to be released. 

Mr. Crowley: In tying your program. 

H. M. Jr: It'stheir own cash. 

Mr. Willauer: Released from the Treasury instead of obtained. As 
to the method of control of these textiles, it is proposed we attempt 
to work out with the Chinese an agreement whereby all textiles, re- 
gardless of where purchased, will be turned over to the United States 
Ármy in China for the operation of supply programs for Chinese 
troops and other United States military needs in the theater. 

H. M. Jr: All these would be turned over. What you mean is that 
the Army will take possession at the mill and will see that this stuff 
istransported and delivered. 

Mr. Willauer: The way that sort of thing has been handled in the 
past, Mr. Secretary, 1 think is applicable here. What we could very 
simply do is not to bring the Army into a problem of taking delivery 
now in Mexico and that sort of bysiness, but consign these things to 


the Army in China. 


(Book 850, pp. 43-56) 
May 29, 1945, 
3:20 p.m. 
LenD-Lease, CHINA 
Present: 
Mr. D. W. Bell 
Mr. Pehle 
Mr. Coe 
Mr. White 
Mrs. Klotz 
H.M. Jr: All right gentlemen. At your service. 
Mr. White: Well, do you want to take up the question of lend-lease 
policy on countries other than England? Is that what you want? 
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H. M. Jr: Yes. 

Mr. White: Well, this is the document that the State Department 
had expected you to sign and they modified it. Do you want to carry 
the ball? z 

Mr. Coe: Yes. 

(Mrs. Klotz enters the conference.) 

H. M. Jr: Just before you start, Harry. I wrote my own letter to 
Stettinius. (Discussion off the record.) 

Mr. Coe: Before we begin that, Mr. Secretary, as you requested, we 
cleared this Executive order and programs investigating the German 
and Japanese assets. There are three of these copies to sign. We got 
Grew’s and Markham’s signature and I wondered if we could get 
yours. 

H. M. Jr: Oh, you want to do business. I just wanted to have 
some fun. 

Mr. Coe: Since we have got all the others lined up I thought we 
better get yours. 

H.M. Jr: All right. 
wA Coe: If you sign those three copies and keep one for your 

es. 

(Secretary signs “Memorandum to the President,” concerning Ger- 
man and Japanese assets, dated May 30, 1945.) 

Mr. Pehle: Which comes first, Harry ? 

Mr. White: Fun, always. 

H. M. Jr: We don’t have much fun around here. 

; y Coe: When we read the papers it sound as though you're hav- 
ing fun. 

.M. Jr: You know that we suddenly found a way. They wanted 
to try to do in three or four days 

Mr. Pehle: Important guy. 

Mr. D. W. Bell: Yes. 

H. M. Jr: Yes. This fellow in Washington. They are going to 
move simultaneously, the Attorney General, the General Counsel in 
Internal Revenue, plus the investigators. They are going to move 
together at one time and hope to get indictment by Saturday. Joe 
said they’re short-cutting it eight months. 

Mr. Pehle: That’s wonderful. c É 

Mr. White: Who is responsible for that? Whois behind it? 

H. M. Jr: Me. 

Mr. Pehle: All the hell in the papers it must have been. That 
was a good press. I read all of it fifteen minutes ago. Very good 
press on tax drive. Very good. It’s all good. Just the right em- 
phasis, I think. a en 

Mr. Coe: These you simply initial. (Secretary initials Memoran- 
dum to the Secretary from Fank Coe and H. L. Hoffman concerning 
disposition of German and Japanese property interests in the United 
States, dated May 25, 1945, also, “Program Relating to Vesting and 
Disposition of German and Japanese assets I roposed Jointly By 
Alien Property Custodian, and Secretary of the Treasury, dated May 


ar Tr: I thought we were having a conference here, not writing 


lessons. 
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Mr. D. W. Bell: Better read them. It may be a resignation. You 
- never can tell. 

Mr. Coe: This is going to Budget Bureau now. 

Mr. D. W. Bell: These days on personnel matters they stick a sheet 
of paper in front of you with a place for you to sign, and you have 
got to turn over the flaps if you want to see what you're approving. 
I always approve them blind. Im afraid my resignation may be 
inside some day. 

Mr. Coe: Well, on this general lend-lease one there are two things 
we should tell you first. One is that on the matter you gave the Presi- 
dent from Brand—Brand rang up late last night to inform us that 
Churehill had given some communication, the contents of which he 
didn’t know, to the President. He wanted you and Judge Vinson to 
know though. 

H. M. Jr: He has written me. A letter came today and I just 
made up my mind I wouldn’t do anything. I sent it back to one of 
you gentlemen so you would know the letter came in from Brand. I 
said I was going to sit tight; I wasn’t going to call up the President 
and ask him, because the President is in the process through Mec- 
Kim—he is going to let me know whether he wants me to handle it 


not. 

Mr. White: Moreover, it doesn’t have that degree of urgency the 
British are making out. 

Mr. Coe: Crowley’s people are always running to ask for copies. 
I said I knew something had been given you but I wasn’t handling 
it. 

H. M. Jr: Of what? 

Mr. Coe: Of whatever it was that Brand gave you and Judge 
Vinson. 

Mr. White: 1 think he ought to get a copy. 

Mr. Coe: We’ll have it in here for you to give Crowley at three 
o’clock. 

H.M. Jr: Sure. 

Mr. Coe: Then there's a rumor around town, at the instigation of 
some Congressman there’s some meeting at the White House sched- 
uled to discuss Crowley's lend-lease budget. And that gets us into this 
second thing. State’s got up thig one and one-half page statement 
(attached) of a program detailing what they think in accordance with 
recent conversations with Congress, and a press release which Clayton 
showed you on Sunday, and which they say was cleared with the Presi- 
dent on what the next period’s lend-lease program should be. They 
have been trying to push it through so that Crowley could have this 
guidance for his budget and appropriation matters. 

H. M. Jr: Well, 1 note—if I may interrupt—that White made a 
very cogent remark the other day. 

Mr. White: Cogent, or kosher ? 

H. M. Jr: Both—in which he said that he didn’t see why Crowley 
neecled my approval. Why can’t he go ahead with his own damn 
budget ? 
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Mr. Coe: They can, but they still want to get through the White 
House a statement of policy to be followed now that V-E Day has 
come, which isthe logical thing. 

Mr. White: Which takes the lead. 

Mr. D. W. Bell: Why should he need your approval, or is it the 
President’s ? 

H. M. Jr: Mine. 

Mr. D. W. Bell: He never has before, except the first one. When 
he went up, you went up and testified on it. 

H. M. Jr: I don’t see why he needs it. 

Mr. D. W. Bell: Strictly speaking, I don’t see why you should pass 
on the budget of Crowley any more than anybody else, but it’s tied 
in with all this foreign financial field, and it would be a good thing 
if you knew about it. 

H. M. Jr: Um waiting for the President to tell me whether he wants 
me in on it. If he wants me to get in on it I will, but I’d like to wait 
until the President tells me. 

Mr. D. W. Bell: That’s the better course. 

Mr. White: If the President tells you—I think you have this in 
mind, haven’t you—you’re in a position you ought to get it in writing 
very clearly. 

H. M. Jr: From the President, absolutely. I’m not going to take 
anything by word of mouth. I goa step further. I want it in writing 
and I want it made public. 

Mr. White: That’sright. It would bea headache at best. 

H. M. Jr: Don't you see, I’ve learned this thing. I’m not going to 
take it any more. I hold these meetings for two months and at the 
end of it all these articles come out. The French are starving and 
freezing, and I’m the one who is holding this up, and this is wrong and 
that is wrong, and Churchill gets on the floor in Parliament and thanks 
Lord Keynes for the wonderful job he did, and I never get even a line. 
I’m not going to take it. I was willing to take it from Roosevelt be- 
cause I was his friend, but I want a little more now. l 

Mr. White: If he wants you to do it, let it be a clear Presidential 
directive. There’s no need for secrecy in the matter. 

H. M. Jr: I don’t see why, and you never can do this thing, because 
you're going to hurt Crowley's feelings. Let the President make up 
his mind. It’s like the business about who is going to be head of the 
Advisory Committee on Bretton Woods. Congress has said—at least 
the Committee has said—I’m chairman. We're all in agreement. 
TLook—— 

Mr. White: That only applies to the U.K. That’s the only ques- 
tion you raised with McKim. Now these others relate to lend-lease 
on the other matters. y 

H.M.Jr: No. Weraised the whole thing. 

Mr. D. W. Bell: Yes. 

Mr. White: I thought it was only U.K. 5 i 

M. D. W. Bell: Of course, the other question goes info a much 
broader aspect, the whole governmental setup. But you did raise the 
British phase too, didn’t you? 


H. M. Jr.: Yes. 
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Mr. White: Precisely the same criteria and the same interest pre- 
vails with respect to France, Belgium, and Holland. Wouldn’t you 
agree on that score? There's no difference between theirs and the 
British arrangements. The only difference 

Mr. Coe: Yes. 

H. M. Jr: The only question that may occur with the Russians is 
political divisions. I’m now seeing the President Friday, see, and 
why not let me write a memorandum to the President: “My dear Mr. 
President: Mr. Crowley has asked me to clear the following memo- 
randum to you, and I'd like to get guidance from you. Do you or 
don’t you want me to”—well, or something, or other. “Just what part 
do you want me to take in lend-lease?” 

Mr. Pehle: Won't you be pressing him for the job? I would inter- 
pret it that way. 

HT. M. Jr: Why not set it out. Just take the position 

Mr. White: Id sit it out. Let somebody else bring pressure. Let 
the State bring pressure or go ahead with what they want to do with- 
out you, and I think the answer 

Mr. Pehle: They only want you when they want your help on 
something difficult. 

Mr. White: Supposing the Secretary were to say, it’s not clear 
to him under the new arrangements whether his signature is required 
or whether the President wants him to play that part. 

Mr. Coe: Suppose, except through us, it hasn’t arisen? Suppose 
we just say to State, under present arrangements you go ahead with 
what you request from us. 

Mr. White: But that the Secretary reserves the right to raise 
this issue. 

Mr. Coe: We may have to raise financial considerations later. 

Mr. White: That’s right. 

H. M. Jr: What? 

Mr. Coe: Suppose we say to State, who have asked us whether 
we agree or disagree with these policies before they put them up 
to you formally—that’s what they’ve done—and suppose we say 
to State on that that we’re not prepared now to say whether we agree 
or disagree. If there’s a need for speed, go ahead. We may have 
to reopen the matter later on fihancial grounds. 

H. M. Jr: But they go in without any. 

Mr. White: That leaves you free to reopen the question on finan- 
cial considerations, which you can determine, depending on what 
role the President would like you to play. 

H. M. Jr: You wouldn’t say that to him? 

Mr. White: I wouldn’t say that. 

H. M. Jr: What do you think, Dan? Don’t twist it around. I’ve 
given—this is all in connection with Crowley appearing before the 
House and Senate. 

Mr. Coe: No, sir, no longer. It was that. That was the stated 
reason for urgency. 

H. M. Jr: Now? 

Mr. Coe: Now there should be a lend-lease policy, post V-E Day. 


They have got a document on it and talking with Crowley’s people, 
and talking 
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H. M. Jr: If the President tells me to go ahead, continue with 
this committee, we'd set one for England, and the same thing would 
be true for the other countries. 

Mr. White: There, if that's the way the directive reads, if there's 
to be a directive, that should include the other countries as well. 

H. M. Jr: It’s no longer a question of the budget. It’s a question 
of policy. 

Mr. Coe: No. 

H. M. Jr: Pd sit tight until we hear from the President. What do 
you think, Dan? 

Mr. D. W. Bell: How long could this hang fire? 

Mr. White: Indefinitely. 

Mr. D. W. Bell: Certainly. 

Mr. White: They're going ahead. 

Mr. Coe: They'll probably push it to the White House. 

Mr. Pehle: Anyhow 

Mr. Coe: In my judgment if we give them this answer, Clayton 
is going to come over here or send a formal document to the Secre- 
tary—“Do you agree or disagree?” And the Secretary, if he’s of 
the same mind, will have to say the same thing over again, and then 
I think they will push it to the President saying that they haven't 
got anything. 

Mr. White: No. If they send a formal document to the Secre- 
tary, “Do you agree or disagree”, then he takes it and makes a deci- 
sion. We examine the financial situation, and he comes tó a decision, 
whatever it is. If he agrees, all right. If he disagrees, he says he 
disagrees, and and asks for a formal decision. 

Mr. Coe: He can put that up to the President and ask him again. 
This is one more example of the same thing. Do you want this han- 
dled this way? 

Mr. White: If he keeps coming back to the President within a few 
weeks on this, the President is going to get the impression he’s being 
pressed for something and you want something. 

Mr. D. W. Bell: Isn’t this a memorandum to the President which 
he’s supposed to approve or disapprove? 

Mr. Pehle: You could take his name off of there. 

Mr. D. W. Bell: You said that they would submit to you a formal 
document. Isn't this a formal document? 

Mr. Coe: It’s not the final document. 

Mr. D. W. Bell: I see. i h 

Mr. Coe: The only reason we’re checking up is that we know 
issues have been raised at the White House. Otherwise, we could go 
ahead with informal check with the 2 Mi 

Mr. D. W. Bell: It might be that you would get a decision on that 
phase 2 British problem very shortly. McKim talked the other day 

as though he knew how the decision was going, but he wanted to clear 
the air in the State Department. Now, if he could get that, and 
then have your meeting on that British problem, and then Se Well, 
don’t we want to do the same thing on other governments‘ 
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Mr. White: The person to tell that to is McKim. If the word 
comes forward to handle 1t the same way. 1 imagine the Secretary 
has in mind clarifying that in some kind of order. Then the question 
should be raised with McKim—these other problems are before you 
right now and how does he want that handled ? 
pai e Jr gi Me aye uo me, roe President wants you to 
( on the lend-lease sa he d 
include these other countries?” a Pa pee pc 

(The following was typed from a Transcriber disk dictated by a 


subcommittee staff member from the Diary pages:) 
May 29, 1945. 
3:20 p.m. 
Meetine 
Present : 
Mr. D. W. Bell 
Mr. Pehle 
Mr. Coe 
Mr. White 
Mrs, Klotz 

Mr. D. W. Bell: Yes. He may not put that in a formal memoran- 
dum because you remember he said that, “I understand that was an 
informa] committee.” 

H.M. Jr: Well. 

Mr. D. W. Bell: “And it’s my recommendation you continue on 
that basis and wind up the British.” 

Mr. White: It was wound up. The report to the President wound 
up the committee, and it should be reopened in a formal fashion. 

H.M. Jr: I’m going to insist on it. 

Mr. D. W. Bell: That wasn’t clear im his conversation with you, I 
don’t think. 

H. M. Jr: It was a result of a conversation between Roosevelt and 
Churchill. It couldn’t have been more informal, but if he simply 
called me on the phone and said, “Do you want this thing,” Pl say, “If 
you don't mind, I’ll send over a suggested memorandum that the 
President should send me, and as long as he wants me to do this, 1*11 
ask to include the other countries too.” 

Mr. White: Instead of doing*that, you might say, “After he does 
that, how does he want these handled?” } 

H. M. Jr: Well, the gist of this is, let's sit it out a little longer. 

Mr. D. W. Bell: A few days, until they put the heat on. 

H. M. Jr: May I take up one thing along these lines, and that's 
this cotton for China, see? I saw Krug at the White House last night, 
and he said, “Well, you've got it.” He said “I spoke to Marshall.” At 
first he implied he had spoken to Marshall, and when I asked him, he 
evidently kad directly checked with Marshall, whether the Chinese 
were doing a good job, and Marshall said, “Yes.” He said “Do you 
agree this is to go with the Army?” He said “Yes,” 

I said, “Where are you going to get it?” He said, “I can't tell you 
exactly, but we're getting 1t.” Most likely it will come out of civilian 
supply. Now one of you men sound out the Chinese as to whether —— 
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Mr. Coe: Yes, I talked to Clayton this morning and gave him an 
extract of the kind of understanding which we wanted and told him 
that the only basis on which we could possibly get this for them was 
on military necessity and that if it was on the basis of military neces- 
sity this was the kind of understanding we would have to have. He 
said that he would get to T. V. Soong, either in a wire or on the 
phone, on it and he seemed to be very pleased about it. We also made 
it clear that although the Army was going to accept the terms and 
conditions for this it was our present understanding that the Army 
did not want itself to engage in the active sale out there. That seemed 
tobe all right. At any rate, they know about it. 

Mr. D. W. Bell: That's the Army keeping control of it? 

Mr. Coe: That’s the Army keeping control. 

Mr. Bell: But not actually selling. 

Mr. Coe: Setting conditions under which it’s to be disposed of. 
The only rub on this is that we expect the Chinese to buy this and 
that’s quite a condition to impose on them. 

Mr. White: It isn’t because of purchase price. That’s a small part. 
It’s the availability of the goods and the shipment. 

M. Jr: When we go in there—this isn’t quite clear. They say 
there are going to be how many bales in a quarter ? 

Mr. Coe: 6,000 tons, 48 million yards, at the end of the quarter. 

H. M. Jr: 48 million? 

Mr. Coe: 45 to 48 million. 

H. M. Jr: What Krug didn’t know was who pays for this? 

Mr. Coe: Well, we talked with the Army and the Army under- 
stands that the Chinese pay for it. We checked today with F.E.A. and 
it’s true that F.E.A. has been proceeding on a vague assumption that 
it was to be lend-leased. I tried to get the Chinese man, but I 
think we'll have to take care of that at the meeting. We had a re- 
quest for the Chinese to use out of their loan 25 million dollars for 
textiles and one of the other bits of business that I’d like to ay done 
either now or after your three o’clock meeting, is sign the letter to 
Kung in which we say it’s O.K. for him to use, out of the loan, 25 mil- 
lion dollars for Chinese textiles. They also want to use 35 million dol- 
lars for bank notes. i 3 

H. M. Jr: You’ve got to wait before we sign this letter because this 
thing here —I'm dealing with T. V. Soong. 

Mr. Coe: We have checked. We got one man worked for both, 
Hsi Te-mou, and he told us that it was agreeable and was understood 
among them. See, Soong kicks Kung so far down now that, in the 
family tradition, apparently, he's a little easier on him. That's our 
interpretation of it. £ uar 

H. M. Jr: Here's what I don’t get. If he has this 25 million dol- 
lars, he can buy this cotton and he’s going to say, “I paid forit. You 
can’t tell me where this cotton 1s going. A ul ged 

Mr. White: He can’t buy it and it’s not available and he can’t ship it. 

: ave told him i : : 
ers wie es me. I don’t want a letter saying I signed it and 
ve cotton. me 
"eir. White: He can have cotton under, these conditions because 
shipping is 50 scarce and cotton’s so scarce 1 y 


military need ahd actual necessity. 
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H.M. Jr: Harry, I learned the hard way. 

Mr. Pehle: He can use money to buy cotton but the availability of 
cotton is another question. Sign the letter on that basis. 

Mr. Bell: You put the conditions in the letter? 

H. M. Jr: No, no. 

Mr. Coe: No, we have given the Chinese the conditions in an in- 
formal memorandum. 

H. M. Jr: You tell Dr. Kung when he can show me he can buy 
the cotton Pl let him have the money, see? I won't give him any 
letter. When he shows me where he can get the cotton, then 111 — 
no more letters outstanding from me. Tough guy. 

Mr. Bell: Frank, haven't we been going on the assumption they’re 
going to pay for this cotton in dollars. 

Mr. Coe: We have; the Army has; but F.E.A. hasn't and we're 
straightening them out. 

Mr. White: This 35 million dollars for currency is a racket. The 
paid 20 before. They are part of another bank note, Coe, in which 
one of their boys has an interest. We tried to run it down before now. 
35 million dollars is quite a sum. 

Mr. Bell: Tt's the Wright Bank in Philadelphia. 

Mr. White: That's one of them. 

H. M. Jr: You've got to be careful on this one because first thing 
you know they will say, “We're very sorry. We'd love to supply the 
Army with the currency but we haven’t got any.” 

a we White: You can buy an awful lot of currency for 35 million 
ollars. 

Mr. Pehle: The fellow who sells it to them gets a tremendous 
commission. 

Mr. White: I suspectso. This fellow, Bill Hunt, he’s—— 

Mr. Pehle: He made a fortune that way. 

Mr. Bell: He gets a percentage on everything that’s sold over 
there. 

H. M. Jr: Who is Bill Hunt? (Discussion off the record.) 

Mr. Coe: We can’t get the air space, Mr. Secretary. 

H.M.Jr: Airspace? 

Mr. Coe: For the gold. We,can’t get the air space unless you ring 
either Marshall or Stimson. 

H. M. Jr: Tell Bob Hannegan, or somebody, this afternoon. 

Mr. Coe: I think I want to say one more thing. Soong thinks it is 
easy to get this over by plane for over the Hump, but sending stuff 
out by air from here now, all planes are going for this specific thing, 
and we’ve come in to this at the end of the time they 

Mr. White: Frank, he’ll be glad to have it go by ship and he’ll sup- 
ply the ships. , 

H. M. Jr: Kung said, “Give me the gold and Ill move it.” Let 
him move it. 

Mr. Coe: We told the Chinese that. 

Mr. White: The trouble is we made a decision—unless you want 
to change an important decision that we would help on the shipping 
because once it’s out of our hands we have no control in the case. 

Mr. Coe: We've got it scheduled for ships. We're doing that. 

H. M. Jr: Let it go on the ships. 
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(Book 851, pp. 29, 30) 
June 1, 1945. 
4:09 p.m. 

Mr. T. V. Soong: Hello, Mr. Secretary. 

HM Jr: How are you? 

S: Fine, thank you. 

HM Jr: First, may I extend to you my very heartiest congratula- 
tions on your new position. 

S: Thank you very much. I hope we can do more together now. 

HM Jr: I hope so. I wanted to let you know that I was able to 
get you the cotton that you wanted. 

S: That’s grand—thank you, Mr. Secretary. 

HM Jr: I don’t know how we let you know, or whether they have 
let you know, but they have got a firm allocation of 45 million yards 
for the third quarter. 

S: Yes, that’s fine. 

HM Jr: And I thought that would please you very much. 

S: It does, it does. Of course, I know how difficult it is, too, when 
there is a general shortage, and how difficult it is. 

HM Jr: Well, our own Army is short. 

S: Yes, I know that. 

HM Jr: And I didn’t think I was going to be successful, but I was. 

S: Thank you so much. é 

HM Jr: Pardon me? 

S: The Generalissimo will be happy over it. I’m going to tell him 
how hard you’ve worked for it. 

HM Jr: Yes. There is a firm allocation of 45 million yards for 
the third quarter. 

S: Third quarter. Right. 

HM Jr: Yes. 

S: Thank you. 

HM Jr: I just wanted to let you know that. 

S: Yes. How is Mrs. Morgenthau ? 

HM Jr: Well, she’s making headway, but I’m not sure yet whether 
we can bring her back next week or not. 

S: Isee. : 

HM Jr: Right. My regards to Madame Soong. 

S: Thank you, Mr. Secretary. 

HM Jr: Goodbye. 

S: Goodbye. 


(Book 851, pp. 44-46) 


HM Jr. took with him to Cabinet. 
ao 1 June 1945. 


REPORT or SPECIAL COMMITTEE ON CHINESE REQUESTS 


“1 Committee, consisting of the undersigned, has made 
e arrangements in response to the Chinese request for 


; trucks. : : 
gold, eee 209,294,000 of gold is to be shipped to China. 
. UF e $ 
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2. Textiles.—We have been successful in getting a large allocation 
of cotton textiles for China, particularly in view of the tight supply 
condition and the late time at which Dr. Soong made his application. 
A firm allocation of 45 million yards has been obtained for the third 
quarter of this year. It is probable that an allocation as high as 
60-65 million: yards will be obtained for the fourth quarter. If the 
supply agencies are able to carry this through at the regular time, 
this will make a total allocation of 105-110 million yards for the 
last six months of 1945 compared with the Chinese net requirement 
of 112 million yards for the same period. 

This result was only obtained because of the active support of the 
War Department which wishes these textiles to be used to assist in 
the procurement of supplies for those Chinese troops which are being 
trained and equipped by the U.S. Army. Accordingly, FEA is 
arranging to have the textiles distributed in the manner mutually 
agreed upon by the U.S. Commanding General in China and the 
Chinese authorities. ] 

The supply agencies will have much hard work to do to deliver 
the textiles on schedule. 

3. Trucks.—4,000 trucks over and above the present allocation to 
China (15,000 trucks) are to be furnished by FEA as a result of 
Army cut backs. A Lend-Lease requisition is being filed by the 
Chinese Government with FEA, and the Army is to have no respon- 
sibility for financing. : 

4. Further operations under the Anti-Inflation program will be 
carried out through regular channels and procedures. 


H. MorGENTHAD, JT., 
Secretary of the Treasury. 
Roserr P. PATTERSON, 
Under Secretary of War. 
W. L. CLAYTON, 
Assistant Secretary of State. 
Lro T. Crow ey, 
Foreign Economic Administrator. 


ode i 


(Book 852, pp. 152, 153) 
6 JUNa 1945. 

My Dear Mr. Secretary: In your letter of 8 May 1945 you inquire 
whether it would be agreeablé for Mr. Alain Bargilliat, a member of 
the French Commission of the Ministry of Industrial Production, to 
visit the Bureau of Engraving and Printing for the purpose of study- 
ing the printing methods used by that bureau. 

At the present time, in compliance with requests from the Depart- 
ment of State, six Chinese and two Guatemalans are being instructed 
in the methods employed in security printing by technicians of the 
Bureau of Engraving and Printing. It was not long after these 
assignments were made that vigorous protests were received from 
affiliates of the American Federation of Labor. These protests, ad- 
dressed to the President, Secretary of State, Chief of the Secret Serv- 
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ice, and Members of Congress, are still being received. The members 
of these unions are greatly disturbed over the fact that this country 
is teaching the art of steel bank note printing to students from coun- 
tries for which American craftsmen now produce currency, bonds, 
stamps and other securities. It is believed that the present program 
of instruction is having a demoralizing effect upon bank note en- 
gravers and printers to a degree where their efficiency is being 
impaired. 

teel bank note printing may be considered an American art, as 
most of the developments in the processes have been accomplished in 
this country. Many skilled artisans employed in privately owned 
American bank note companies depend for a livelihood on the work 
these companies perform for foreign countries. 

I have concluded that a further expansion in the program of in- 
structing nationals of other countries in the technique of steel bank 
note printing will eventually promote an unsatisfactory situation for 
the highly skilled American craftsmen. 

While it may not be advisable to terminate the assignment of the 
Chinese and Guatemalans, I would suggest that any additional re- 
quests from foreign governments be disapproved. 

I regret, therefore, that I cannot see my way clear to permit the 
assignment of Mr. Bargilliat, as to do so would only aggravate a 
situation which is gradually developing into serious proportions. 

Very truly yours, 
(Signed) H. MorGeNTHADU, Jr., 
Secretary of the Treasury. 
The Honorable the SECRETARY OF STATE, 
Washington, D.C. 


(Book 853, pp. 79, 80) 
8 June 1945. 

Drar Dr. Kuna: I am most pleased to learn that you are recovering 
from your operation. 

With regard to the requests for the transfer of $60 million from 
China's credit with the U.S. Treasury contained in your letter of 
April 28, 1945, I am glad to inform you that the necessary instruc- 
tions have been given to transfer $35 million to be used for the pur- 
chase of bank notes. r 

With regard to the $25 million for the purchase of textiles, I shall 
be glad to have transfers made up to this amount at such times as the 
purchases are made. 

With best wishes for your speedy recovery. 

Sra gous (Signed) H. Morernruav, Jr. 
Honorable H. H. Kune, 
Room 4201, _ 
Waldorf-Astoria Hotel, 
New York, New York. 


ISF:df 6/1/45 
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TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: 7 June 1945 

To: Secretary Morgenthau 

From: Mr. Coe 

Subject: Chinese request for $60 million to purchase textiles and bank 
notes. 

1. We have had under consideration for some time, a request. from 
Dr. Kung to permit the Chinese to use $35 million of their credits for 
the purchase of bank notes and an additional $25 million for the pur- 
chase of textiles. It had been decided to delay action on this request 
until we had finished our negotiations with Dr. Soong. 

2. The Chinese have already placed orders for bank notes totaling 
about $35 million. 

3. In connection with the request to use $25 million for the purchase 
of textiles, we have been informed by the Foreign Economic Ad- 
ministration that the off-shore purchases of textiles in Brazil and 
Mexico, for which the Chinese will pay cash, will total about $20 
million. 

4. I am attaching suggested reply to Dr. Kung on these requests. 


(Book 854, pp. 19, 20) 
JUNE 11, 1945. 
3:55 p.m. 
Pre-Press 
Present: 
Mr. D. W. Bell 
Mr. Blough 
Mr. Shaeffer 
Mr. Pehle 
Mr. Gamble 
Mr. O’Connell 
Mr. Fussell 
Mr. White 


H. M. Jr: Harry, T. V. Soong says that Kung should handle the 
payment of the Army in China. 

(To Stenotypist:) Make a note that I handed Mr. White a letter 
from Mr. Kung. 

As far as he knows, Kung is not the Head of the Central Bank in 
China, but he will let him do this thing. 

Mr. White: Just this once or at least this once. 

H. M. Jr: At least this once, and, John Pehle, they called me—I 
don’t know whether Mrs. Klotz had a chance to tell you—and the 
cable has gone and they are sending me a copy of it. 

Mr. Pehle: Wonderful ! 

H. M. Jr: And I asked Mrs. Klotz to notify Mr, Kung and you 
notify me, but the cable has gone. 

Mr. White: We are ready to make a recommendation on this. 

H. M. Jr: They came in and I was kind of embarrassed. They 
talked about eight billion Chinese dollars and 1 said, “How many 
United States dollars,” and he said that was for me to decide, SO, 
when you decide, let me know. 
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Mr. White: Eight billion. 

H. M. Jr: Then I will be glad to see you. 

Mr. White: We are ready. 

A thousand to one it's eight billion dollars. 

H. M. Jr: You changed chairs. 

Mr. Bell: No. 

H. M. Jr: It’s not fair. 

Mr. Bell: I always sit here in the press conferences. At nine-thirty 
I sit over there. 

H. M. Jr: All right. Iseverybody happy? 

Mr. Fussell: Here's one thing that just came over the ticker, Mr. 
Secretary, that you might be asked about. 

H. M. Jr: The gold mine? 

Mr. Bell: What? 

Mr. Fussell: The gold mine. 

Mr. Bell: That's old, isn’t it ? 

.H. M. Jr: I don’t know anything about it. That's a trick of the 
Silver Senators. What else? 

Mr. Fussell : That’s all. 

H.M. Jr: Allright, let’s go. 


(Book 854, pp. 29-37) 
Treasury DEPARTMENT IntTEeR-Orrice COMMUNICATION 


Date: 11 June 1945 
To: Secretary Morgenthau 
From : Mr. Coe 

Here are the telegrams sent to and received from Hurley. 

_ Kung is still Governor of the Central Bank and also personal rep- 
resentative in the United States of the Generalissimo. 

We are not going forward with the discussions with Kung’s people 
until you hear from Grew. I would like to speak to you briefly this 
afternoon about our recommendation concerning the offer to be made. 
Classification: Secret 
Precedence: Priority 
Date: 6 June 1945 NCR 1832 
From: Ambassador Hurley À 
To: Secretary of Treasury for action 

Secretary of State for info 

Comnavgroup China sends this secret and urgent message for the 

Secretary of the Treasu CER Ambassador Hurley. Copy to the 
ident and Secretary of State. ; y 

our message ae 766 dated May 20 was received in garbled 

form. Our code room asked for repeats and did not get legible until 

May 31. This delay is in no way attributable to you. Thank you 

ee ely for the information contained in your telegram. The subject 


1 : : t 
tantly discussed by Chinese here since your commitmen 
has been cons 7 articipated in any of the discussions since 


t p E 
of Moy ye 1 : Dee ee cial information on the subject. You asked 
untl i 
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my reaction to the proposal that China institute a $500,000,000 fund 
from her existing assets to stabilize currency and combat inflation. 1 
am heartily in favor of any measures that will serve these worthy 
purposes and protect China's foreign trade balances against ill advised 
dissipation. However 1 am interested in knowing what practical steps 
will bs taken to achieve these objectives. The present situation de- 
mands immediate action and merely setting aside the fund will in 
my opinion have little material effect. It is strongly maintained by the 
Chinese that the sale of gold to absorb large amounts of currency issued 
to cover budgetary deficits is an essential part of the anti-inflationa 
program. I agree with you that there is little evidence to support Sud 
a claim and until there is a radical change in the present policy little 
can be expected. Forthe government to sell gold at a figure far below 
the open market price is a denial of the objective to absorb printing 
press currency in the maximum amount and furthermore it has given 
rise to vicious speculation and much unfavorable publicity in the so- 
called gold scandals of which you have been advised. When the official 
price of gold was raised from CN dollars twenty thousand to CN 
dollars thirty-five thousand on March 30 the open market price was 
approximately CN dollars fifty thousand. Notwithstanding your an- 
nouncement some three weeks ago that gold in the amount of two 
hundred million United States dollars would be shipped to China over 
the next few months the open market price has been spiraling upwards. 
According to the Commercial Daily News of June 3 after (brisk trad- 
ing) gold closed at CN dollars one hundred one thousand five hundred 
per ounce on June 2. The official government price is still CN dollars 
thirty-five thousand per ounce. Thus those now fortunate enough to 
be able to make government purchases derive an immediate book profit 
of approximately one hundred ninety percent on their investment, an 
unconscionable benefit which should accrue to the government. 

This is a demoralizing situation. It appears that the United States 
has reserved no power to control the situation in its gold commitment 
to China. The dollars gold two hundred million commitment was 
apparently made without condition. You state that the Treasury 
has committed itself on the $200,000,000 in gold to China without 
having procured a commitment for the establishment of a $500,000,000 
fund to combat inflation. But You state that you suggested the es- 
tablishment of such a fund. My reaction to that part of the trans- 
action is that if you wanted a stabilization fund to be instituted you 
should have made that a condition precedent on which you would 
supply the dollars gold two hundred million to China. Then you 
would have been in a position to trade or not to trade. Now you ask 
me to advise you what my reaction is to your reiteration of your 
suggestion that China constitute $500,000,000 fund for combating in- 
flation and stabilizing currency. No one has more respect for the 
power of suggestion than J. In this instance, however, 1 would have 
relied on the power of dollars gold two hundred million. I am con- 
vinced of China’s friendship for the United States. 1 believe that 
China intends to repay the United States in the years to come. China 
dreads becoming what her leaders refer to as (a beggar nation). I 
am satisfied that there must be some good reason for having made the 
commitment without having obtained China’s agreement to constitute 
a $500,000,000 fund for the purpose suggested by you. This is re- 
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inforced by the fact that you state the decision was made after full 
discussion with the State and War Departments and the FEA. I say 
to you frankly, however, and without criticism that I would have felt 
much better about the situation if you had asked my reaction on your 
suggestion before you were committed to the transaction rather than 
after it had been completed. If you will furnish me with sufficient 
background to enable me to formulate an intelligent opinion I will 
certainly cooperate with you. 


(Outgoing telegram ) 
DEPARTMENT OF STATE 


DIVISION OF CENTRAL SERVICES, TELEGRAPH SECTION 


GEK 
No paraphrase necessary. 
Secret 


True text of quoted communication has been transmitted to a rep- 
resentative of the Chinese Government. 
May 20, 1945. 


1 p.m. 
AMEmeassy, 
Oauneking (China) 
61 


For Ambassador Hurley from the Secretary of the Treasury. 


PART I 


_ For your information and use in conversations with Chinese officials 
including the Minister of Finance, I am transmitting text of letter 
sent May 16, 1945 to Dr. Soong regarding Chinese request for gold. 
The decisions embodied in the letter were arrived at after full dis- 
cussion with State, War and FEA. 

“Dear Dr. Soone: This is to confirm what I told you today. In 
accordance. with your memorandum of May 11, the Treasury 1s pre- 
pared to authorize the shipment of he balance of the $20 million of 
gold which is on earmark with the Federal Reserve Bank of New 
York for the Centra] Bank of China and to transfer the balance of 
$180 million to the account of the Central Bank of China with the 
Federal Reserve Bank of New York, in three equal monthly install- 
ments of $60 million from May to July 1945. The Treasury accepts 
the schedule of gold shipments contained in your memorandum of 
May 11, 1945, and is making arrangements with the Army to carry 
out the shipments of the gold according to that schedule. The pre- 
liminary arrangements to ship the requested amount for the month 
of May have already been made. These steps are being taken in ac- 
cordance with our Financial Aid Agreement of March 1942 and my 
letter to Dr. Kung of July 27, 1943. : j 
~ «At this time it seems to me necessary and desirable to point out 

+ the purpose of the $500 million of financial aid to China, and 

that t eae my agreement in July 1943 to ship gold to China, was to 
An an anti-inflationary program which would strengthen con- 
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fidence in the Chinese Government and its finances and thereby help 
maintain the Chinese economy. As you know, it is my opinion that 
the sale of gold by China has not proved effective in combating in- 
flation, and I am doubtful that it will prove effective. Also as I have 
told you, the manner in which the gold sales have been conducted and 
the consequent public criticism of them in China are not conducive 
to achieving the purposes for which our financial aid was granted. 

“Therefore, 1 would respectfully ask the Chinese Government to 
consider carefully the matters proposed to you in my memorandum 
of May 8, 1945. In particular I would reiterate my suggestion that 
China constitute a $500 million fund for combating inflation and 
stabilizing the currency from its foreign exchange assets. I think that 
this step would be of considerable short and long-run benefit to China 
and would inspire confidence in the Chinese Government’s handling of 
its difficult economic situation. 

“The Treasury has noted with great interest the intention of the 
Chinese Government, as stated in your memorandum to the Secre- 
tary of State, to effectuate reforms relating to financial and economic 
matters. We think that the carrying out of these reforms will do 
more to insure confidence among the people and give a measure of 
stability to the present economic and financial situation than the gold 
program. 

“I know that you and your Government will take these friendly 
suggestions in the spirit in which they are offered. As I told you, 
we intend to carry out faithfully our financial agreement of 1942. 
However, the Chinese Government’s response to our proposal to 1n- 
stitute a $500 million fund and her conduct of the gold sales pro- 
gram will be important considerations in our financial relations with 
China. 

“This Government has as prime objectives the defeat of Japan 
and the liberation of China. As an old friend of China, I believe 
that our faith and confidence in China will be justified.” 


PART II 


1. I would very much appreciate receiving your reactions to our 
proposal that China institute a $500 million fund from her existing 
dollar balances. The uses to which this Currency Stabilization Fund 
would be put would be a broad concerted program for combating in- 
flation and for currency stabilization and these used [uses] would be 
subject to joint agreement. The time at which the Fund’s operations 
would start would be discussed at a later date. This proposal for 
a $500 million Fund was made with the concurrence of State, War 
and FEA. Dr. Soong has referred the proposal to the Generalissimo. 

2. The Chinese schedule of gold shipments referred to in my let- 
ter to Dr. Soong calls for the shipment of about $80 million by air 
and about $108 million by boat during the next eight months. 

3. Adler will give you full details on discussions with Dr. Soong 
on his return to Chungking. 


GREW 
(Acting) 


GL 
FN: PFMcGuire: rk 5/19/45 CA FE oe 
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(Book 854, p. 139) 
JUNE 12, 1945. 
3:11 p.m. 

HM Jr: Hello. 

Operator: Mr. Acheson is still on the Hill. Mr. Biffle hasn’t re- 
turned from lunch. I have his secretary. 

HM Jr: No, thank you. 

HM Jr: this conversation took place on the China where we 
were all kidding. We didn’t arrive at a rate—didn’t decide something 
at least to the price. I want you to write a memorandum on that. 

Mr. Frank Coe: I have one with this 41-9, Ill send it right in. 

HM Jr: Thank you. 


(Book 854, pp. 156-166) 
JUNE 12, 1945, 
MEMORANDUM FOR THE FILES 


Subject: Settlement for U.S. Army Expenditures in China Fourth 
Quarter 1944. 

Pursuant to the Secretary's instructions, 1 rang Dr. Kung and 
Dr. Chi and explained as follows: 

The Treasury technical staff had recommended to the Secretary 
that the settlement with the Chinese for the U.S. Army expenditures 
in the fourth quarter should be $41,900,000. (See memorandum to 
the Secretary of June 12 for the basis of this). The Secretary had 
wanted me to tell the Chinese that such was our recommendation. 
If they wished to pursue the matter further, they should get in touch 
with Dr. White, while the Secretary was away. He would be back 
on Monday, and would be prepared to discuss the matter with Dr. 
Kung at that time if the latter so desired. 

Dr. Chi wished to know whether this recommendation had been 
accepted by the Secretary. 1 replied that there had been no occasion 
for him to accept or reject it, that he had wished us to communicate 
it to the Chinese and that 1 thought he was favorably disposed to 
such a basis. i j 

Dr. Kung wanted to know at what*time the Secretary was leaving 
tomorrow. I said I knew he would be here in the morning but di 
not know the exact time. I explained to Dr. Kung that the Secretary 
had testified before Congress this morning and that this afternoon 
was the first opportunity he had had in the last two days to deal 
with this matter. I explained to Dr. Kung that it might be possible 
for the Secretary to see him today or tomorrow and that if Dr. Kung 
desired this he should telephone the Secretary direct. Dr. Kung said 
that he would telephone the Secretary from New York tomorrow. 

I explained to Dr. Kung that Dr. Chi was familiar with the con- 
ditions which we were attaching to this recommendation and specifi- 

cally to the various sums of Chinese money for which we were not 


a t. 
proposing to make any settlemen Polat 
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Treasury DEPARTMENT ÍINTER- OFFICE COMMUNICATION 


Date: 12 June 1945 

To: Secretary Morgenthau 

From: Mr. Coe 

Subject: Settlement for U.S. Army expenditures in China during last 
quarter of 1944. 


1. We owe the Chinese for CN$8 billion of advances to the U. S. 
Army during the last quarter of 1944. This excludes CN$1.10 billion 
for taxes and CN$.80 billion for procurement which was, in effect, for 
the Chinese Army, and we have made clear to the Chinese that we do 
not intend to reimburse them for these expenditures. However, even 
if the Chinese accept our contentions in principle, they can dispute 
the exact amounts involved and this matter will have to be settled 
later. 

2, We are recommending a figure of US$41.9 million to settle these 
advances totalling CN$8 billion. We think, however, that a good case 
could be made for settling for anything up to US$50 million, while 
if we wish to take into consideration that the Chinese provide food 
and lodging for an ever-increasing number of troops at a time when 
their economy is seriously deteriorating, an even larger figure could 
bo justified. We have discussed this with Mr. White and he agrees 
with this approach and our approximate figures. 

3. We arrived at our figure of US$41.9 million on the basis of the 
third quarter offer of US$60 million for CN$8.5 billion which we ad- 
justed for price increase during the fourth quarter. We used the 
price index computed by the U. S. Army in the field since it was most 
favorable to the United States side. A settlement at the basis of our 
figure would mean that per U.S. dollar, the U. S. Army would have 
acquired the same amount of goods and services in the fourth quarter 
of 1944 as in the previous quarter. 

4. The Chinese can point out, however, that by the use of some other 
price index, a settlement figure more favorable to them would result. 
We feel, however, that the use of an index which is favorable to our 
side is justifiable since other factors in addition to prices must be 
taken into consideration. Thus, it may be argued that the third quar- 
ter offer of US$60 million for C'N$8.5 billion on which we are basing 
our present offer, did not reflect the comparative price situations in the 
two countries. Moreover, the black market rate for U. S. currency 
during the fourth quarter of 1944 rose sharply and a settlement based 
on these black market rates would be in the neighborhood of about 
US$20 million as compared with our recommendation of US$41.9 mil- 
lion. We, of course, feel that the black market rates for U. S. cur- 
rency do not reflect the actual situation in China, but, nevertheless, we 
cannot ignore the fact that even a settlement for US$41.9 million 
would give, in effect, a rate of CN$191 to US$1, while during this pe- 
riod the black market rates for U. S. currency ranged from CN$235 
to CN$710 per US$1. ae 

5. We are attaching hereto a series of tables summarizing the most 
pertinent data and statistics on this matter. 
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LIST OF APPENDICES 


Table I. Retail Prices and Cost of Living for China and the United 
States, January-December, 1944 

Table 11. Wholesale Prices in China and the United States, January— 
December, 1944 

Table 111. Previous Settlement and Offers to China for U. S. Army 
Expenditures 

Table IV. CN$8 Billion Expenditure Adjusted for Price Increase 
Over Previous Quarter 

Table V. Possible U. S. Dollar Amounts for Settlement of 4th Quar- 
ter of 1944 Expenditures and Resulting Settlement Rates for 4th 
Quarter 

Table VI. Yuan Value of the U.S. Dollar on the Black Market in 
China in 1944 

Table VII. Comparison of U.S. Army and Chinese Figures on U. S. 
Army Expenditures in China for Last Quarter of 1944 

Table VIII. Yuan Value of the U.S. Dollar in Chungking in Terms 
of U.S. Currency, Gold and Different Dollar Instruments 


TABLE 1.—Retail prices and cost of living for China and the United States, 
January-December, 1944 


[January 1944 =100] 


Retail prices | Cost of living Rotall prices | Cost of living 
1944 in 14 leading | in the United 1944 In 14 leading | in the United 

cities of Btates 3 cities of States ? 

China 1 China ! 

Janoary -= 28 2 100.0 10050" [Taly 22222000202 204. 8 101.5 
February......-.-.--. 116. 2 09.7 || August. ....-...--...- 215.7 101.8 
March Per sis 132.3 99.7 || September___..-..... 234.4 101.8 
PO A 149.4 100.3 October... ._----.----- 250. 3 101.8 
Mayren. INIA 174.6 100.7 || November.........--. 279. 9 101. 9 
JUE Re E A 190. 5 100.9 || December.....-.-.-.- 321. 4 102 2 


1 8ource: Farmers’ Bank of China. Beginning May 1944, the figures aro for nino cities, the other five 
having been captured by the Japanese. 
2 Source: Bureau of Labor Btatistics. 


TABLE 11.— Wholesale prices in China and the United States, January-December, 


1944, 
[January, 1944=100] 


1944 hb kin United 1044 Chungking United 
ie Saab States? and Chengtu! States 2 
1 100 July ns 209. 9 100.8 
ae 4 100. 3 AUR =a noses 207.3 100. 6 
149.6 100.5 || September.....-.----- 221.9 100.7 
163.7 100.6 October..-.-.-------- 237.9 100.8 
187.9 100.7 || November-...-------- 258. 1 101.1 
à 204.8 101.0 || December- ----------- 285. 0 101.3 
A AAA __— ——2 22222120000 


1 This index is an average of tho Chungking index which is compiled by Nankai University, Chungking. 
and the Chengtu index which is compiled by the University of Naking, Chengtu. 
2 Source: Bureau of Labor Btatistics. 
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TABLE I11.—Previous settlement and offers to China for U.S. Army expenditures 


U.8. dollar 
For U.8. Army expenditures CN obliga- | offers and Rate 
tion final settle- 
ment 
Up to J 30, 1944 a 9 q 

p to June 30, 1044__......----.-..--.---------- 20s 13. $125.0 | CN$111 to USS$1. 
July 1-Sept. 30, 1044 CN$8. 5 $60.0 | CN$142 to US$1. 

CN$22. 4 $185. 0 

Plus tho inducement to settle..-_-.._...------------|-.------------ 25.0 
CN$22. 4 $210.0 | CN$107 to US$1. 


TABLE IV.—CN88 billion expenditure adjusted for price increase over previous 


quarter 

Price index for} CN$8 billion 

4th quarter adjusted for 

1944 1 (3d price increuse 

quarter 19H4= (billions of 

100) CN) 

Army computed index of price Increase.._...-----------..-.------------- 134.8 5. 96 
Retail prices in 14 leading cities of China 2 oo 130.1 6.15 
Retall prices in Chungking 3__..._.....-. Coss 126.0 6.35 
Cost of living in Chengtu *__ 124.7 6.42 
Wholesale prices ia Chungking 118.2 6.77 
Average Increase in price indexes._.....----.------.---------- ee = 02 -- eee 126. 8 6. 31 


i Arithmetic average for the 3-month period. 
3 Farmers’ Bank of China. 

1 Farmers’ Bank of China. 

i University of Nanking, Chengtu. 

$ Nankai University, Chungking. 


TABLE V.—Possible U.S. dollar amounts for settlement of the 4th quarter of 1944 
expenditures and resulting settlement rate for 4th quarter 


[Derived by application of settlement rato for 3d quarter of 1944 to 4th-quarter figures, deflated to make 
them equivalent to 3d-quarter figures 1] 


U.S. dollar 
Army expendi-| amount on 
On basts of— ture deflated basis of Resulting settlement 
for price 3d quarter of rate 2 
increase 1944 sottle- 
ment rate 


Billions Million dollars 
ONSS. 06 41.9 | CN$191 to USS1. 


Army computed index-...--...-.--------------- 

Retail prices in 14 leading cities of China... : CONS. 15 43.4 | CN$184 to US$1. 

Retail prices In Chungking. --------------- o ONS$6. 35 44.8 | CN$179 to USSI. 

Cost of living in Chengtu..-..--- E CN$6. 42 45.3 | CN$177 to US$1. 

Wholesale prices in Chungking ....------------- CN$6. 77 47.8 | CN$167 to US$1. 
Average increaso in prico indexes..-------- CN$6. 31 44.5 | CN$180 to USS$1. 


mS a ammmaaae 
1 The settlement rate for the 3d quarter was CN$141 to US$1, derived from CN$8.5 billion for US$60 


lon. 
1 Expenditures in the 4th quarter totaled ON$8 billion and settlemont rate is derived by dividing CN$8 


billion by U.S. dollar amount. 


48-378 O—65—vol. 2—50 
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Taste VI.—Yuan value of the U.S. dollar on the black market in China in 1944 
[In yuan per U.S. dollar] 


1944 Chung- |Kunming} Chengtu 1944 Chung- |Kunming| Chengtu 
king king 
EAS sopa E E July sess. 22. & oe 
97-230 90-300 |.---.----- August... 
216-250 190-220 [o September 
e cleo s sooo October 
170-200 100 215 || November... 
160-195 190 190 || December 


ources: Bank of China Fortnightly Letter, Treasury Disbursing Officer in China, and Treasury At” 
tacks in China. 


TABLE VIL—Comparison of U.S. Army and Chinese figures on U.S. Army 
expenditures in China for last quarter of 1944 


[Billion yuan} 

Chinese Army 

claim report 
Direct advances to U.S. Army.._._--.--....---2 00.2 224-222 een cee 6. 00 6.00 

Expenditures made on behalf of the Army: 

By Chinese Engineering Commission.__..--.-..-.--..-.---------------- 3.64 3. 64 
By Chinese Aviation Commission............-.-....----.-.------------- 1.02 0. 26 
sates AN E O eee ec E tee 10, 66 9. 90 
eee eee otters tee ae aeons Satis oras la e tds 1.10 
peas iioment RAN soeces eee con cee ccc [Eee Mn al 0. 80 
LO (ECS i ea A A wana aaacasa 8.00 


TABLE VIII. Yuan value of the U.S. dollar in Chungking in terms of U.S. 
currency, gold and different dollar instruments 


(In ON dollars per U.S. dollar] 


U.8. dollar- | U.S. dollar- United 


1944 U.S. notes backed backed Clearing Gold (selling 
savings Chinese Board Price)? 
certificates bonds drafts! 
ALA 2s aa a ees 78-96 5743 384-412 
February.......--.---- 97-220 82-140 432-711 
ALC. es 216-250 130 583 
¿AAN 195-220 17-108 583 
o E. 170-200 110 9 555 
A A P 160-195 120-130 91-95 105-110 555 
UA ccoo eos 180-195 |.----.----.--- 110 115 540 
TA ies 8 170-180 NE) ooscossanares 130 626-631 
September. ___ 210-260 140-155 110-120 140-170 612-853 
ctober____. 235-280 170-185 654-682 
November... 280-710 108-380 705-1, 052 
December a mT E 470-645 310-330 896-1, 046 


I Sales did not begin until Juno 1 
3 The figures E arrived at by dividing the CN price per ounce by the U.8. price for an ounce of gold, 
namely, $35. 
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Treasury DEPARTMENT INTER- OFFICE COMMUNICATION 


Date: June 12, 1945 
To: Secretary Morgenthau 
From: Mr. Coe p 
Subject: Grew’s Cable to Hurley 

We have looked over the paraphrase of this cable. We particularly 
like the last sentence in this cable which seems to make it clear that 
you bear no blame for any lack of information to Hurley. 

If you make a separate answer to Hurley’s telegram I should rec- 
ommend that you make it a formal one stating that you understand 
the State Department has already given him a reply. 


JUNE 12, 1945. 
Secretary Morgenthau* 
Mr. Coe 
Subject: Grew’s Cable to Hurley 

We have looked over the paraphrase of this cable. We particularly 
like the last sentence in this cable which seems to make it clear that 
you bear no blame for any lack of information to Hurley, 

If you make a separate answer to Hurley’s telegram I should rec- 
ommend that you make it a formal one stating that you understand 
the State Department has already given him a reply. 

FC :rl 6/12/45 
DEPARTMENT OF STATE, 
WASHINGTON, June 11, 1945. 

My Dear Mr. Secretary: I am enclosing a paraphrase of a tele- 
gram I have sent to Ambassador Hurley in Chungking. I fully agree 
that his telegram dated June 6 to you should not be permitted to go 
unanswered. 

Sincerely yours, 
JosePH C. Grew, Acting Secretary. 
Enclosure: Paraphrase. >, 


The Honorable Henry MorGENTHADU, Jr., 
Secretary of the Treasury. 
(Paraphrase) 


An information copy of your telegram to Secretary Morgenthau 
replying to his background message on the supply of gold to China has 


* The Diary contains two copies of this document, the second 18 a carbo E 
tains the iio of the person who dictated the memo and of the typist Se. Rae, 
pear on the original. I 
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come to my attention. 1 feel that you should know that the decision 
reached by State, Treasury and other interested agencies was made 
only after full consideration of all factors involved and on the basis 
of all available information. Any possible shortcoming upon this 
matter arises out of the fact that the Department did not send prog- 
ress reports on conversations. 


(Book 854, pp. 240, 241) 


(Parapbrase of Telegram Received) 


From: American Embassy, Chungking via Navy 
To: Secretary of State, Washington 

Dated: June 12, 1945 

Number: 969 

Confidential 

Priority 

The Minister of Finance gave information directly to the effect 
that the decision to raise price of gold to CN dollars 50,000 per liang 
(one 32nd of a kilogram) was reached on the evening of the 7th of 
June in his discussion with the Generalissimo. Early next morning 
instructions were sent out to the banks. There has been no scandal 
as far as we can determine and the Minister declares there will be 
no scandal. 

The price for gold deposits had been CN dollars 35,000 per liang 
until the morning of the 8th of June. This rate had been in effect 
from 30th of March. The amount of Chinese currency required 
as deposit against delivery of gold after six months is represented 
by this price. On May 28 the government banks ordered sales of 
gold for delivery when available discontinued. 

The price of CN dollars 50,000 was arrived at through rough calcu- 
lation of the current worth, at present interest rates, of a right to 
receive one liang of gold six months hence, the current black market 
price of gold for spot delivery being taken at approximately CN dol- 
lars 100,000, according to the Minister of Finance. Black market 
gold price rose from CN dollars 90,000 per liang on the 7th of June 
to a high on the afternoon of the 8th of June of CN dollars 128,000 
as reported in Commercial Daily News. At Chungking gold trans- 
actions on black market varied from CN dollars 105,000 to CN dollars 
111,800 on the 9th of June. 


DC/L:MED:CVT 
6-12-45 


HURLEY. 


“(Book 854, pp. 246-248) 
JUNE 13, 1945 
11 :00 a.m. 
r: Hello. Ta 
tor: Dr. Kung in New York. 
HM Jr: Just a moment, please. 
HM Jr: Hello. * 
Dr. Kung: Hello. - 
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HM Jr: Dr. Kung? 

K: Yes. 

HM Jr: How are you? 

K: Well, I got to New York late today, and thank you very much. 
How are you? 

HM Jr: Oh, I’m all right. 

K: I understand that you are going to make a trip today, eh? 

HM Jr: Make a what? fi 

K: You are going to take a trip? 

HM Jr: A train? 

K: No, you are going to make a trip? You are going to leave 
Washington? 

HM Jr: I’m leaving Washington at lunchtime today, yes. 

K: Ahuh. I’m glad to hear that your wife is better, 1s that correct? 

HM Jr: Yes. 

K: And Dr. Chei [Chi] reported that conversation he had with Mr. 
Coe and Mr. Friedman. I think they have reported to you. 

HM Jr: Mr. Coe has kept me posted, yes. 

K: Yes. I don’t want to engage you in a long telephone message 
because 1 know you are busy. 1 think there are several points we 
should clear, therefore I’m asking (?) T. V. Soong and Dr. Chei [Chi] 
to make a trip tomorrow. 

HM Jr: Yes. 

K: To make a trip to Washington and to get in touch with Dr. 
White and Mr. Coe and anybody you name. 

HM Jr: Well, it would be Mr. White and Mr. Coe. 

K: Yes. The only thing 1 want to remind you is that we don't 
want to give any wrong impression. This isa time when both America 
and China are cooperating in fighting a common war against Japan. 
We appreciate the past assistance you have rendered to China. Now 
the Army, UNRRA and FEA—everybody is trying to help China and 
you—the Treasury 

HM Jr: Yeah. 

K: We want you to get the credit, and we don't want anybody 
trying to sponge. And that is why I am a little concerned. 

HM Jr: Well, listen, Dr. Kung. 

K: I don’t mind—anything hi say is O.K. with me. 

HM Jr: Yeah. Well, I’m almost exhausted from helping China 
after the gold and the 4,000 trucks and 45 million yards of cotton 

oods. 
K: Yes, I know, you have done wonderful. 
HM Jr: I almost used all up my influence that I have to get that for 


ou. 
4 K: Well, I know you have much more influence than that. 

HM Jr: Well, I have to rest a little bit after that. 

K: (Laughs) Well, Mr. Secretary, anything you say is O.K. with 
me, and I suppose I ought to (sic) the three gentlemen who are coming 
down to Washington tomorrow have another talk with your men. 

HM Jr: Good. . 

K: Then next week, if necessary, I may see you again. 

HM Jr: Fine. 

K: Well,all right, at lunch? 
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HM Jr: Fine. In the meantime, take care of yourself but don’t go 
to any more of these vegetarian hospitals. 

K: Allright. Thank you. 

HM Jr: AN right. 

K: How is Mrs. Morgenthau ? 

HM Jr: She is getting along nicely, thank you. 

K: Well, I’m glad to hear that. 

HM Jr: Right. 

K: Well, good bye. 

HM Jr: Bye. 

K: Havea good trip. 

HM Jr: Thank you. 


(Book 856, pp. 12-39) 


(The following is typed from a Transcriber disk dictated by a sub- 
committee staff member from the Diary pages:) 


MEETING 
June 19, 1945. 
3:30 p.m. 
Present: 
Mr. D. W. Bell Mr. Gaston 
Mr. Haas Mr. Bartelt 
Mr. Pehle Mr. Gamble 
Mr. Blough Mr. Fussell 
Mr. Tynan C. S. Bell 
Mr. Coe Mrs. Klotz 
Mr. Feltus 


H. M. Jr. Where is Joe O'Connell ? 

Enr ol oe has to be before the Senate Committee on Bretton 
oods this afternoon. 

H. M. Jr. I see. Lou tell him this: I have just had a caJl from 
Mr. Robert McConnell asking that I let Mr. Joe O'Connell accom- 
pany him on a three month trip to Germany and he is going over to 
see what is going on. Isaid “no”. And he said would I think it over 
and I said, “no”. 

Mr. Lynch. You mean your answer is no. 

(laughter) 

H. M. Jr.: Yes, and 1 forgot to tell Joe that about a week or two 
ago, Mr. McCloy asked me whether Joe couldn't go permanently to 
the head of the Fiscal Section under General Clay and I said “no”. 
When he couldn’t have Joe, he said, “I don’t suppose you will let me 
have PERY and I said, v at A 

ír. ch: It sounds like a broken recora. y 

He M Jr: 1 offered the services of Taylor and he didn’t think that 
was good enough. He doesn’t think he is good at all. And I said, 
“You're not asking me whom to send, you're telling me whom you 
want.” So these are the people he says can get along with the IPCOG 

Committee. I said, “Well, Mr. O'Connell has nothing to do with the 
IPCOG Committee, whatsoever, but I am Just ten Woe it.” I told 
Ea O'Connell was General Counsel at Bretton Woods and had a 
him Mr. f tax evaders on his hands and was doing a two-man job and 
I E think T would even ask him if he wanted to go. And Mr. 
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Bell is out of the question. So he said, “Don't you want to do any- 
thing about Germany?” I said, “Yes,” and he said, “Wouldn’t I 
think it over.” and I said, “no.” (laughter) 

Mr. Feltus. Are you going to think it over? 

H. M., Jr. No. Mr. Gaston, if you don’t mind telling these people 
whom you have gotten— 

Mr. Gaston. The major results of our trip? 

H. M., Jr. Whatever the results. 1 began to get rumors of some 
very good results. 

Mr. Gaston. You asked me a question about the Post. That's the 
way they are down on the record, Theodore Olin Thackrey is the 
owner and publisher. 

H. M., Jr: This fellow Thackrey. 

Mr. Gaston : Theodore Olin Thackrey. 

Well, Mr. Irey and I went to— 

H. M., Jr: Excuse me. If Mr. Bell or Mr. Joseph O’Connell wish 
to lodge a protest with me, I won’t say I’ll be pleased to receive it, 
but Dll receive it. 

Mr. D. W. Bell: I don’t want to. 

H. M., Jr. Do you want to go to Germany ? 

D. W. Bell. No. 

H. M. Jr. Well, if Mr. Joseph O'Connell does— 

Mr. Lynch. 1 won't even bother saving the record for him at this 
point, Mr. Secretary. 

D. W. Bell. It’s quite an old request, isn’t it ? 

H. M., Jr. McConnell just left here. 

D. W. Bell. I though it was a couple of months old. 

Mr. Gaston. Is he definitely going? 

H. M., Jr. I don’t think so, after that (laughter). 

Mr. Gaston: He needs company, huh? 

H. M., Jr: Yes. 

Mr. Gaston: Well, Mr. Irey and I went to Milwaukee and Madisoa, 
Wisconsin, Cincinnati, St. Paul, and Minneapolis, partly in search of 
personnel 

H. M., Jr: And to see the grandchildren. 

Mr. Gaston: ... for the Bureau of Internal Revenue, and to see 
the grandchildren. 2 

H. M., Jr: How is mine? 

Mr. Gaston: Gosh, I forgot to find out about your grandchild. I 
didn’t think I had any commission on that. That was neglect. 

Well, we talked to a lot of people and we didn’t get an awful lot 
of suggestions. We got some names. If we could probably have spent 
some more time profitably in that part of the country, we might have 
gotten more -results in investigating some of these names, Dut it is 
a little hard to get transportation, and we had arranged to come back. 
In Wisconsin you find a sharp cleavage between the Crowley Demo- 
crats, and all of the recognized Democrats are part of the Crowley 
organization. 

H. M., Jr: Recognized? 

Mr. Gaston: Yes, the people you learn about who are in office, and 
so forth, that you learn about in Democratic circles, it’s Crowley all 
the way and it’s pretty hard to get names of any others, and there are 
sharp differences of opinion between them. 
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In Minnesota you have somewhat the same thing but sharp differ- 
ences between the two wings of the Farmer Labor—Democratic Farmer 
Labor party. We find it awfully hard to get any names out of the 
Farmer Labor group at all and hard to get any good names out of the 
other group. 

I tried to get the names of people who had had good war records, 
and I got a couple of such names in Madison, and one turned out 
to be a Republican and the other, although he had a splendid record 
in both wars and looked fine on paper, when we met him in Chicago 
he seemed to be washed out, fat and flabby, and he didn’t impress 
me at all, so I canceled it. 

H. M. Jr: Pm going to start dieting. 

Mr. Gaston: Better hold on to that figure, Randy. 

Well, he just didn’t look good. I got these names that I thought were 
worth further consideration. One of them has no politics at all. He 
has registered Democrat and Farmer Labor and registered 
Republican 

Mr. Blough: He’s got plenty of politics. 

Mr. Gaston: . . . at different times. He is thirty-eight years old. 
He’s the Comptroller of the University of Minnesota. He is a very 
able fellow according to everybody that I talked to. 

He has been an associate professor in the School of Administration 
there for some ten years. He taught banking, and people in the 
Comptroller’s office know him rather well. He was a banking adviser 
to the Floyd Olson Administration and Benson Administration, but 
he was recently promoted to Comptroller which takes him out of the ` 
job of teaching and he feels unsettled, and he thought if he was going 
to do administrative work, he would like a broader field than the Uni- 
versity of Minnesota. But he handled an endowment fund for some 
years, amounting to twenty-two million dollars, of their investments, 
and handles the general business affairs of the University, and really 
is very highly thought of. l 

He is the best prospect that I encountered. He is young, vigorous, 
would have a fresh approach, and would do a good job. I think the 
only thing against him is, perhaps, his lack of positive administration 
politics. 

H. M., Jr: Is that the only one you“recommend ? i 

Mr. Gaston: That would be my first recommendation. Then I 
would go—I would revert to this possibility, that we might take 
somebody out of the Service, for instance, Ray Knox, Assistant Col- 
lector of Internal Revenue at St. Paul, and I think he is the best 
Assistant Collector they have in the Internal Revenue Service. He is 
entirely nonpolitical, but he has got real ideas and is really forceful. 
He runs a very fine shop and has ideas about the organization of this 
campaign, and so forth. He has been in the service since the Wilson 
Administration in 1914 and has run that Minnesota Collector’s orga- 

ization for a long time. e, t : 
ia Jr.: What about this fellow you ran into in Wisconsin ? 

Mr. Gaston: Now, there are two Wisconsin possibilities, and one 


; : ington and I have very good reports about him, and 
aioe alma es ilweg who was a Representative from Wisconsin. 


R. Di 
ue us ovom carl Bay, a professional ootball player, All-American 


nd in college in Marquette, which ought to indicate he had some 
en 
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drive and energy. He married a girl named Coleman who was a 
champion swimmer. Maybe that helped too. He is here in Wash- 
ington. He has an office in Wisconsin, and there is some indication 
he is going to start a tax practice. He has filed application to practice 
before the Treasury Department. He has offices with a man named 
Kingman Brewster who is a well known tax practitioner, and he is 
just starting in practice. I have not talked to him, but I have good 
recommendations of him from the Judge of the Progressive Democrats. 

Mr. Coe: Adams? 

Mr. Gaston: Wickhem of the Wisconsin State Supreme Court. 

I think Dilweg is a distinct possibility for either one of these 
jobs, and I talked in Milwaukee to Bruno Bitker, lawyer. He has been 
Director of the OPA in Wisconsin, and people whom I talked to said 
that he did a very excellent job. He told me that he had been out 
of that job about six months, and he told me it had taken him six 
months to rest up from the OPA job. He's about fifty years old, has 
pato white hair, is quite a vigorous and able fellow, and is 
iked by both Democrats and Republicans. 

H. M., Jr.: Is he a Crowley Democrat? 

Mr. Gaston: Not especially so. I wouldn’t say so. 

Mr. Pehle: Did you say Biemiller recommended him? 

Mr. Gaston: Andrew Biemiller, Representative in Congress, recom- 
mended him as a good man for me to talk to. 1 talked to him and 
talked mainly to him about people that we might consider, and he 
said in a not very convincing way that he didn't want to be considered 
a candidate. I think he would take a job. He has gone into and 
started a private law practice just a short time ago with a man named 
Marshall and his wife. The name of the firm is Bitker and Marshall 
in Milwaukee. I think he could leave his practice at least if he 
thought it wasn't forever. r 

Now, that's the list of those I thought really worth recommending 
axcept one other, and that's Major Frank Wickhem, who is a cousin 
of Judge Wickhem of the Wisconsin Supreme Court. Wickhem is 
the chief representative of the office of the Judge Advocate General 
in Hawaii, in charge of military courts in Honolulu, and he was 
formerly, I understood, President, of the Young Democrats of Ameri- 
ca. The Judge—I thought that he was somewhat diffident about 
recommending a relative, but he thought he would be worth our 
looking into. 1 have a few other names from Wisconsin that I think 
are just a little less promising than the names that 1 mentioned. 

H. M., Jr.: Could I take that home and read it ? 

Mr. Gaston: You can take this home and also the companion report 
of the people to whom we talked, and here is something Mr. O'Con- 
nell's office got up, got out of the directories about Wickhem. 

H. M., Jr.: Thank you. 

(Mr. Gaston hands the Secretary two memorandums dated June 
18, 1945, listing names of candidates for the positions of Assistant 
Commissioner and Assistant to the Commissioner of Internal Reve- 


nue. 
Nir Gaston: I have some dope Elmer Irey got on this man Carr. 
H. M., Jr.: Could you give it tome? 
Mr. Gaston: Yes. Maybe I better type out what I wrote on there, 
but at the time he went out there as a special Assistant District At- 
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torney to handle the Grand Jury trial in the Willie Bioff tax evasion 

case, and this man Oftidal, who had investigated the Willie Bioff case 

AS he handled it very badly. Yet, the Grand Jury did indict 
ioff. 

There is a summary of a report from Gowdey, the Special Agent 
in Los Angeles, giving him a very fine record. 

H. M., Jr.: Joe O'Connell looked into my records and found that 
I said if I ever had to be up for trial, I hoped that this fellow would 
try me because he is such a pure trial attorney, and as a result of what 
he did, I had the case moved to New York. 

Mr. Gaston: That’s the impression that Oftidal gave us at that 
time, and he still sticks to it. 

H. M., Jr.: I read the actual cross-examination right at the time. 

Mr. Gaston: Did you? But you will notice this summary report 
from Gowdey, our man out in Los Angeles, now gives him an appar- 
ently perfected clean bill. I am a little skeptical. 

. M., Jr.: Did you notice the labor people are most enthusiastic 
about it? 

Mr. Gaston: Are they ? 

H. M., Jr.: The AF of L came through with a most enthusiastic 
report. I read the thing, and Joe went through my records at the 
time and I have got a 

Mr. Bartelt: Here’s a report received from Mr. Woolf’s man on it. 

H.M., Jr.: Isthis the same? 

Mr. Bartelt : It may be a copy. 

Mr. Gaston: It is substantially the same. 

H. M., Jr.: What does it say ? 

Mr. Bartelt : He gives him a very favorable recommendation. 

_H. M., Jr.: I told the President of the United States I didn’t want 


m. 
Mr. Gaston: Well 
H. M., Jr.: And that was told to Hannegan. I don’t want it to get 
out and hurt the man, and I wouldn't be surprised to see him land 
an important job, but I told the President that I had read the case 
on Bioff and Schenck, and after reading the Grand Jury report 1 felt 
I didn’t want him. z 

Mr. Gaston: That was our impression at the time gained from 
Oftidal. 

H. M., Jr.: I actually read the thing, and my records show I read 
it, and 1 told Mr. Hannegan he could come over and read it. 

Mr. Gaston: Yes. 

H. M., Jr.: Do you have anything else, Herbert? 

Mr. Gaston: No. 

H. M., Jr.: Thank you. e ) ; 

Did you know Doughton was going to introduce the tax bill? 

Mr. Blough: Oh, sure. That was well known. It was in all the 
newspapers three or four days last week. It wasn’t here the last 
two days of last week. It was introduced yesterday. The Ways 
and Means Committee met this afternoon. The purpose of the meet- 

¿no was to decide procedure. They argued around and misunderstood 

each other for quite a while, but finally agreed to meet tomorrow 

~ rning at ten o'clock to have the bill explained to the members of 

Be Ways and Means Committee, at which time it pretty well devel- 
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oped that if they decide to hold the bill to its present limits, there 
will be no public hearings and they will push the thing right through. 
If they decide to go beyond the boundaries of the bill, there will be 
an poco nea nde of decision not to push it through before the recess, 
and probably public hearings will be held and the whole thing will 
go over until fall and be merged with a larger bill. 

I think with that prospect it very likely will go through without 
anything going in outside of the limits of the bill, although there 
might be an amendment or two within the limits of the bill, namely, 
setting the increase in the excess-profits exemptions a year earlier 
perhaps than appears in the bill. After doing that, they got involved 
in a discussion of what they had done when they had given themselves 
twenty-five hundred dollars for expenses. Stam testified before the 
Senate that the twenty-five hundred dollars would be included in 
income and that for all practical purposes they had a twenty-five 
hundred dollar increase in salary. 

They had written Commissioner Nunan asking him for a ruling on 
it and had not yet received a reply, but without anticipating what 
the Commissioner’s reply would be, it looks like the Commissioner 
would have some difficulty in deciding any other way than Stam has 
already testified. 

Mr. Gaston: That it’s taxable income. 

Mr. Blough: Yes, despite the wording of the Committee report. 
The wording of the House Committee report saying it isn’t taxable 
is not a substitute for legislation in the case. 

Mr. Pehle: That is the thing I have been talking to O’Connell 
about and Joe has put Charlie Oliphant on it and we should have 
something for you to listen to within the next day or so. 

H. M., Jr.: Have you talked to Blough about it? 

Mr. Pehle: No I haven't. 

Mr. Blough: Unfortunately, I was out last week. 

H. M., Jr.: I would talk with Blough about it. Pehle has some 
ideas. 

Mr. Blough: Good. If there is some way to take care of it without 
messing the whole thing up, I think it should be done. 

H. M., Jr.: Pehle thinks there jg. 

Mr. Blough: Good. 

Mr. Gaston: A way totake care of it, you mean. 

Mr. Blough: I think they should be, insofar as possible, allowed it. 
I think they deserve it. It’s an unfortunate way of doing it, but there 
it is. . 

Mr. Pehle: A dollar a year man comes to Washington, spends three 
or four days, gets all his deductions, and Congressmen who have to 
keep residences at home don’t get it. 

H. M., Jr.: If there is some way of telling Congressmen it is tax 
free—if there is such a thing—the quicker, the better. 

Mr. D. W. Bell: Wasn’t it called “exnense funds” in the legislation? 

Mr. Blough: It was called expense allowance, but no provision was 
made for any additional expenses to be allowed and under present law 
they already get certain expenses deductible. There was nothing 
in the legislation making any additional expenses deductible, so it 
doesn’t add to deductible expenses, since it doesn’t have deductible 
expenses. It’s nothing but an increase in income, 
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H. M., Jr.: Anyway, let's keep it in the family. 

Mr. D. W. Bell: Let's keep it simple. 

H.M. Jr: And I wantto use it myself. 

Do you have anything else, Roy ? 

Mr. Blough: No. I had, I thought, a very good meeting in Louis- 
ville Friday night. Mark Etheridge of the Louisville Journal is the 
man who sponsored it for twenty-five or thirty businessmen, and they 
seemed very much pleased, and I am supposed to talk Friday at the 
New England Council. That’s a pretty tough crowd. They have 
been pretty hostile. I don’t know what can be done there, but I think 
it’s important. 

I have another meeting of less importance Thursday in Philadelphia. 
I hope it doesn’t interfere or get tangled up in this legislation. 

I think that’s all. 

I would say there that you may be interested to know that Vinson’s 
man, Everett Hagen, has been calling up trying to keep his fingers 
on what is going on in the tax world. 

I gather that the Judge may refer to a few items in the forthcoming 
report. I don’t think there is anything for us to worry about, but I 

thought you might be interested to know he does seem interested. 

H. M., Jr: That’s all right. President Truman told me in no un- 
certain manner he looked to me to advise him on taxes. 

Mr. Blough + That's good. 

H.M.,Jr: John? 

Mr. Pehle: I haven’t anything, sir. 

H.M., Jr: Mr. Fussell ? 

Mr. Fussell: I’ve got several things, Mr. Secretary, if I may present 
them in order, and stop me when I’ve gone too far. 

H. M., Jr: Is this the thing which you gave out yesterday—reviews 
of tax fraud cases? 

Mr. Fussell: Yes. f 

H. M., Jr: Is anybody in a hurry? Does anybody have an appoint- 
ment? 

Mr. Coe: I have an appointment with some Chinese. 

H.M., Jr: What time? 

Mr. Coe: 4:00 o'clock. A 

H.M., Jr: Well do you and—go ahead. i ; 

Mr. Coe: Did Harry tell you about the meeting with Truman’s 
man? 

H. M., Jr: No. 

Mr. Coe: Well they came down after we gave them the recommen- 
dation. 

H.M., Jr.: 419? j P 

Mr. Coe: Yes and Kung sent three of his men. T. L. Soong, Hsi 
Te-mou, and Chi down here and they argued for a long time, mainly 
along the line that common war efforts should justify paying them 
more. Harry spoke to them and said that we were thinking somewhat 
of how cheaply we could get this eight billion if we sold gold in China. 
We weren’t prepared for that one. The difference between 41 million 
and the gold value of it is very, very great. So that was adjourned 
with the Under A o iure 
sumably come down this week ana try to - y e 
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down another mission today. I don’t know what it is about, but we 
stuck to the figure and gave them no hope of increasing it. 

H. M., Jr: Is Sol Adler still in the hospital ? 

Mr. Coe: No, he’s been out for several days. 

H. M., Jr: Sometime those of you who think you know something 
about China, including White, I’d like to tell you something I have 
learned recently which more than justifies the recent position I took 
vis-a-vis China. 

Mr. Coe: I’d like to hear it. 

H.M., Jr: Td like to tell you people about it. 

Mr. Gaston: When you hold that meeting, I’m a China expert too. 

H.M., Jr: All right. 

Mr. Gamble: I like Chinese food. 

D. W. Bell: That doesn’t make you an expert. 

H.M. Jr: That doesn’t qualify you. 

Mr. Coe: Not Chinese enough. 

Mr. Gaston: You’re a China inexpert. 

Mr. Coe: The second is, that Pleven of France has sent, through the 
State Dept., a notification that he talked with you and you said the 
Treasury would cooperate in hissavingsexposition. (Secretary leaves 
conference temporarily.) 

Mr. Coe: I was saying that Pleven has asked us to nominate some 
members of the war finance division or arrange for their participation 
in the French savings exposition. 

H. M. Jr: Look behind you. 

Mr. Coe: Well, is that the way you want to participate in it? 

H.M. Jr: Talk up, Ted. 

Mr. Gamble: Well, we just started about two months ago and we 
have our exhibit almost complete. It will be sts by Air Transport 
Command to Paris and open there on July 8. The original plan was 
for it to open the first of July and it was held back in hopes that the 
Secretary would be able to open the Exhibit. We have about one hun- 
dred thirty million feet about ten feet high for our Exhibit, and we're 
telling the whole story of the War Finance program since its inception 
in 1941 to the present time. It’s a graphic display, and we don’t have 
enough depth to use live or animated displays, and we have a French 
fellow, who is the best French destgner in this country, originally from 
Paris—top fellow in his field—who is working with us on it. We have 
a whole French division in the Office of War Information for doing all 
the translations for us. We are using five motion pictures. We have 
taken the best of all the motion pictures produced, and war pictures, 
and translated them into French, using some of the best radio pro- 
grams from 1941 down to now, all translated to French, containing 
important speeches that the Secretary and President Roosevelt had 
made on the War Bond program. We're printing one million pam- 
phlets to be distributed at this Exhibit which will briefly tell the story 
of the war financing program, and they have asked us to provide dur- 
ing the summer, people who will come over there, like heads of the 
farm section, promotion section, and women’s section, and school sec- 
tion, to travel around the provinces of France after they take their 
Exhibit out of Paris and travel with it throughout France. That's 
the story, briefly. 

Mr. Coe: Then, it’s all wrapped up. 


1650 MORGENTHAU DIARY 


H. M. Jr: It’s all in Gamble's hands. 

Mr. Coe: Yes. 

Mr. Gamble: We have the French people—I might add, Mr. Coe, 
the reason they're looking for information, we don't want to tell them 
anything. We wanted to accompany it with the announcement of the 
Secretary’s going. So, we have the French people coming in tomorrow 
to hear from us. 

H. M. Jr: And Mr. Grew is supposed to tell them today I'm not 
going. President Truman asked me to stay here while he was out of 
the country. You're saying about these French speeches of mine— 
I’ve got to stop a minute, long enough to tell a story about Ambassador 
Edge, who made a Fourth of July oration in English at Paris, and 
after he sat down nobody applauded and he was disappointed. A 
Frenchman got up and started to read a speech and people applauded 
every paragraph, and the French applauded and they applauded, and 
when he got through he whispered to his secretary and said, “What was 
that all about?” He said, “The Frenchman was reading a translation 
of your speech.” (Laughter) So at least, if I come over there, please 
let me know when I’m Ne to myself. 

Mr. Coe: You said you wanted to talk—do you still—about the letter 
you had from General Clay, thanking you for the cooperation on 
the German work. 

H. M. Jr: You tell them outside. 

Mr. Coe: Yes. 

H. M. Jr: You go and see the Chinese. 

Mr. Coe: Thanks. 

Mr. D. W. Bell: Before Frank leaves, Mr. Secretary, I think you 
ought to have a meeting on the disposal of foreign surplus property 
abroad, and rates and exchange, sometime in the near future, because 
we're going ahead there on McCabe’s committee and I think you ought 
to know the whole story before these letters on my desk are signed. 

H. M. Jr: Nine-thirty tomorrow morning. 

Mr. D. W. Bell: Nine-thirty. 

H. M. Jr: Are you ready? } 

Mr. D. W. Bell: We're ready, but I have a meeting with Roy at nine- 
fifteen. How long will that take? 

Mr. Blough: It can’t take too lofig, because the Ways and Means 
Committee is meeting at ten. } 

Mr. D. W. Bell: I said nine o’clock, but nine-forty-five would give 
us more time. f 

Mr. Blough: Everybody in our office is here at nine o’clock. 

Mr. D. W. Bell: Okay. Nine o'clock is all right with me. 

H. M. Jr: Bell and you have the people here you want at nine- 
thirty. 

Mr. D. W. Bell: It’s Coe’s shop—Glasser. 

(Mr. Coe leaves conference.) E 

H. M. Jr: You come next Gamble, and we'll go back. 

Mr. Gamble: First thing is, we have set up the first of those radio 

programs fonthis Thursday night, day after tomorrow. 
.Jr: Oh. : ; 
T Ge hie! On Town Meeting of the Air, Reader’s Digest Pro- 


H M. Jr: Nothing makes me sick. 


MORGENTHAU DIARY 1651 


Mr. Gamble: Eight-thirty to nine, this Thursday night. Now, the 
Marines will have some people for us. Since you came over here, I got 
confirmation of this time. The Marines will have some top people 
for us. I talked to them this morning. They had four Marines that 
arrived this morning from Okinawa, eight days out of battle, and they 
have recommended that we not use wounded Marines, because they're 
hospitalized. They are not even sent out of Okinawa unless seriously 
injured, and we wouldn't get them until they’ve been out of the hospital 
thirty or forty days after they arrived, and these boys, they say, can 
tell a better story. They have four men that have arrived here this * 
morning that are going to do special incentive work for the Army, 
Navy, and Marine Corps, and 1 think we could pull men out of there 
for this show and the Monday night Coca Cola Program. 

H.M. Jr: Eight-thirty to nine. 

Mr. Gamble: Reader's Digest, Town Meeting of the Air. 

H.M. Jr: When will I get the details? 

Mr. Gamble: Tomorrow, together with the time. The running time 
will be between three and four minutes. 

H. M. Jr: You've got to do a lot in that time. 

Mrs. Klotz: Who is going to write the thing? 

H.M.Jr: Alan Barth. 

Mr. Gamble: Group two. You sent me a note this morning about 
Lt. Francis Tooley. It’s rather amusing, so I'll tell you about it. 
Tooley spoke in New York yesterday and it was recorded in the Vew 
York Herald Tribune. Have you read it? Itisa result of a letter you 
sent me about three weeks ago. You sent me a letter you had from 
Tooley telling you he was a friend of Henry's. You sent him a letter 
telling him to get in touch with me. I corresponded with him, and 
after he got out of the hospital we put him to work, and that's the 
story. 

H.M.Jr: Isee. Can [I see him sometime? 

Mr. Gamble: We’ll have him brought out here in a couple of weeks. 

Mrs. Klotz: 1t's kind of funny. 

H. M. Jr: That's a result of my asking him to get in touch with 
you? 

Mr. Gamble: Yes. So I thought you were being facetious when 1 
first started reading the note. Thit’s all I have, sir. 

H. M.Jr: All right. 

(Mr. Gamble leaves conference.) 

Mr. Fussell: Mr. Secretary, headline edition of the Blue Network 
wants you for three minutes on a seven to seven-fifteen broadcast either 
Wednesday or Thursday night to discuss your latest move in setting 
up regional offices to expedite the processing of tax cases. Immediate 
answer is requested, because both Ickes and Wallace will appear on 
this program sometime this week, and Blue doesn’t want conflicting 
dates of more than one Cabinet officer on the same night. 

H. M. Jr: I spoke both to Mr. Ed Noble today and to Mr. what's 
his name, Chet LaRoche, asking whether they won't please put on Mr. 
Robert Wagner, because the boys say we've got to encourage Robert 
Wagner to go forward. But if Pm on Thursday night for War 
Bonds, I don’t think that I—I think it’s overdoing it. E 

Mr. Fussell: I would think no, in view of hata 

H.M. Jr: I think it’s overdoing it. 
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Mr. Feltus: Can't we suggest White as a substitute on this? 

H.M.Jr: Now, listen. No,no. On decentralization? 

Mr. Feltus: No. Change the subject and everything. 

H. M. Jr: No. Dd leaveit. Pd only get the thing mixed up. No, 
Td leave it. 

Mr. Gaston: Couldn’t we have Joe O’Connell, for instance, go on 
three minutes on your decentralization program? Wouldn't it be 
worth while? 

H. M. Jr: I wouldn't suggest Joe. I’d offer them Nunan. 

Mr. Fussell: They had Nunan about two weeks ago, Mr. Secretary, 
and I don’t think they would want him again so soon. 

H. M. Jr: Let it go a little bit and I’ll—next week sometime, 
maybe. 

Mr. Fussell: Definitely not this week ? 

H. M. Jr: No. 

Mr. Fussell: The Vew York Times wants an article by you on tax 
evasion for their Sunday magazine. That's a substitute for this plan 
that you proposed to Mr. Huston the other day. I’ve prepared a draft 
which I haven't circulated yet, depending on whether you want to do 
it or not. 

H. M. Jr: Pd like to doit. 

Mr. Fussell: All right. 

H. M. Jr: This is Oliphant's field, but the man who did last Sun- 
day’s article for the Times, Henry Murphy, did an awfully good job. 
I suppose it’s completely out of his field, though, isn’t it ? 

Mr. Haas: Yes. He might help. It’s completely out of his field. 
The other was a combination of several things. 

Mr. Fussell: I’ll be very glad to ask Henry to work on it. I’ve got 
a draft prepared, however, that I can circulate immediately. Do 
you want me to? 

H. M. Jr: All right, will you? 

Mr. Fussell: Yes. Shall I leave it here with you ? 

H. M. Jr: No. You keep it moving. 

Mr. Fussell: The proof is ready on the Patman speech, Mr. Secre- 
tary. I’m a little leery about using any list that War Finance has 
for circulation of that. In any event, we will have to do the typing 
and distribution of it and there are two or three questions in that 
connection that I’d like to be able to take up with you and get sepa- 
rate rulings on, if I could. A f 

H. M. Jr: Well, I just haven't got the time. I tell you, T'I appoint 
Gaston and Charles Bell to cooperate with you. The three of you clear 
it. Will you, please ? 

Mr. Fussell: Mr. Secretary, we've prepared a draft of a letter to 
editors of daily newspapers, asking their cooperation in this tax eva- 
sion drive. It has been circulated around among a half dozen people 
and it has just been redrafted incorporating their suggestions. If 
you approve that plan, shall I go ahead with that? It involves about 
two thousand mailings. f EN 

H. M. Jr: Let the same committee handle that. 

Mr. Fussell: Okay. Mr. Fred Smith requests scrapbooks that were 

¿de up as a result of the Second, Third, Fourth and Fifth War Bond 
made up It’s an express job, and I’m sending them up tomorrow, and 


Bee ive other material along the lines the same as we have previ- 


usly given them. Shall I keep that running along? 
o 
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H.M. Jr: If you please? 

Mr. Fussell: Mr. Snevily of the Bell Syndicate, sent Mr. Julian 
Street this note: 

(Quoting from a letter addressed to Mr. Julian Street, Jr., from Mr. 
Henry M. Snevily of the Bell Syndicate Inc., dated June 6, 1945.) 

“Dear Pere: ome of the columnists recently carried a note to the 
effect that Mr. Morgenthau would write a book if and when he retired 
from office. I don’t know anyone who has direct contact with him 
but thought perhaps you might be able to find out something about it, 
or put us in touch with the proper party. With best wishes.” 

I have written this letter and have not yet sent it. 

(Quoting from a letter to Mr. Snevily from Mr. Fussell, dated 
June 18, 1945.) 

“Mr. Julian Street, Jr., has passed along to me your note inquiring 
about the report that Secretary Morgenthau ‘would write a book if 
and when he retired from office.’ 

“I doubt seriously whether any book is likely to develop within the 
foreseeable future, but your interest in such a project is noted.” 

H. M. Jr: Very good. 

Mr. Gaston: It is well worth remembering that these people—news- 
paper syndicates—want your book wherever it is and whenever it is 
ready for newspaper syndication purposes. 

H. M. Jr: Oh, I thought they were trying to find out when I was 
going to resign. 

Mr. Gaston: No, I don’t think so. I think they heard you were go- 
ing to write a book. 

r. Fussell: We prepared an article that we had run under your 
signature in this Think magazine—Thomas J. Watson’s. I was 
against it at that time, but in view of the fact that you did agree to and 
did write an article for this veterans magazine—— 

H.M.Jr: That’s different. 

Mr. Fussell: That's out then? 

H. M. Jr: That's politics. No. We got something, though. 1 
don't wantto. Ichanged my mind. 

Mr. Gaston: That's strictly an advertising publication, this Think, 
1.B.M. 

H. M. Jr: Are you on my sided 

Mr. Gaston: Yes. I don’t think we should write for any. 

Mr. D. W. Bell: It is not strictly a house organization. 

Mr. Gaston: Not a house organization and it’s an advertising thing. 

Mr. D. W. Bell: The only basis you see 1.B.M. on it is one required 
by postal regulations of the publisher. That's the only thing. It is 
really a very good magazine. 

H.M.Jr: Weare going to stop at four-thirty. 

Mr. Fussell: I’ve got a photograph here Pd like you to autograph, 
and that winds me up immediately. j 

H. M. Jr: Before you send more of that stuff to Mrs. Klotz, send 
it tome. Scrapbooks are all right, but the other stuff. let me look at. 

Mr. Fussell: Okay. 4 

Mr. Haas: I have no new set of charts on the tax drive and there 
are aspects 1'd like to discuss with you. 

H. M. Jr: Can you get here by nine-fifteen in 

Mr. Haas: Yes. 
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the morning? 


1654 MORGENTHAU DIARY 


H. M. Jr: T'I) be very glad to see you tomorrow morning. 

Mr. Haas: That's giving me fifteen minutes grace. 

H. M. Jr: Giving you about an hour's grace. (Laughter) 

Mr. Haas: Have you seen this (indicating charts) ? 

H. M. Jr: Wait a minute. 

Mr. Haas: Page sixteen, I think. Have you seen that? 

H. M. Jr: Yes, and I’m pretty sure that comes through outside 
there, doesn’t it? 

Mr. Haas: I don’t think so, but I’ll inquire. 

H. M. Jr: Yes. Ask Mrs. Mannen, but I think she gets that from 
somebody. Maybe it’s the State of New York, but I’ve had it. 

Mr. Haas: I see. Yes, it looks kind of bad all over, except the 
West Coast. 

H. M. Jr: Feltus? 

Mr. Feltus: I have nothing, unless you want an eight-thirty ap- 
pointment in the morning. 

H.M.Jr: No. I won’t embarrass you. (Laughter) 

Mr. Bartelt: Mr. Secretary, under the pay raise legislation that’s 
now pending, the salaries of Federal employees will be increased by 
seven hundred eighteen million dollars, which includes overtime on 
a forty-eight hour week basis. As Chairman of the Inter-Depart- 
mental War Savings Bond Committee, I want to see how much of 
that money we can get invested in War Bonds on payroll savings. 
I’m suggesting to the various agencies the advisability of addressing 
appropriate letters to the employees. I’ve taken the liberty of sub- 
mitting one to you in the hope you may see your way clear to sign 
it. That’s about all I have. 

H. M. Jr: See Mr. Charles Bell and say what he is to do. 

Mr. C. S. Bell: It would be a good idea to put that in a letter to 
the ninety-three thousand employees. It’s a good letter. I have seen 
it. It would certainly reach every employee of the Treasury that way. 

Mr. Bartelt : Yes, and I think it's worth going over. 

H. M. Jr: The suggestion you made sounds good if it is a good letter. 

Mr. Bartelt: I think it is. 

Mr. C.S. Bell: It’s a good letter. 

Mr. Lyncu. Mr. O'Connell gave me these matters first to report as. 
to decentralization in the Bureau 0% supervision over criminal en- 
forcement. There's a report here. Would you like the report or the 
gist of it? 

H. M. Jr: I'll take it. On second thought, if Blue Network will 
take Mr. O’Connell on decentralization, let O’Connell go on. 

Mr. Lynch: The second report has to do with a Providence, Rhode 
Island, jewelry firm. You inquired about why the Special Agent had 
recommended no criminal prosecution. There’s a report on that. 
Would you like that? 

H. M. Jr: Thank you. ' 

Mr. Lynch: Another matter has reference to sensational statements 
about Drew Pearson on the Floor yesterday. $ 

H. M. Jr: Ad else asked me, and I said that was up to the 

nsel’s Office. 
Geomar Well, I have a note here to—apparently Mr. Fussell 


: i Mr. Woolf about it, and Senator Tydings charged 
lige = es E aseak of it, that Pearson had been connected with 
with ] : 


racketeers and gam ling. 
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H. M. Jr: Without looking at anybody, I want to say the General 
Counsel ison the job. Go ain bind % > 

Mr. Lynch: And that the Internal Revenue Agents had got on his 
track, as Tydings had expressed it, and the report was in 1939. Mr. 
Clapp informed the Bureau that Pearson had an interest in selling the 
sweepstakes tickets, and they followed up on it and investigated it 
thoroughly, and they couldn’t make out any case or substantiate the 
charge at all, and this Clapp, the informer, is said to have been related 
by marriage, or something, to Tydings. That’s the way it’s expressed 
here. (Laughter) 

H. M. Jr: Well, I have a vague recollection at that time, and there 
was great excitement at the time, and I also have a vague recollection 
there’s nothing to it. 

Mr. Lynch: The only other matter, Mr. Secretary, is that I have a 
letter from Mr. Fitzpatrick having to do with Judge Gilroy, and with 
a note from you to bring it to your attention. 

H. M. Jr: Yes. I need that. I haven’t been loafing, but leave it 
here. (Mr. Lynch hands Secretary letter from Mr. Paul Fitzpatrick 
to Secretary dated June 15.) I got up at quarter past six this morn- 
ing to see Mr. Truman off, and spent some time with Harry Hopkins. 
So I had a fairly active morning. 

Mr. Lynch: That’s all I have. 

Mr. D. W. Bell: You asked to have a telegram sent to the Federals 
to get gossip and so forth. Ihave it ready to send. 

H. M. Jr: I told your young lady I wanted it to go last night. 

Mr. D. W. Bell : Well, 1 didn* get it out last night. 

H. M. Jr: All right. 

Mr. D. W. Bell: It’s going out today and I'll have a report back 
tomorrow. 

H. M. Jr: All right. 

Mr. D. W. Bell: But we are getting quite a few letters from bankers 
in response to your recent letter, and generally speaking, they are 
favorable and practically all are willing to cooperate, but there are a 
few critical letters that they still think you are making policemen out 
of the bankers and that you are destroying that confidential relation- 
ship that always existed between bankers and clients. And they are in 
the minority, but you get a goog cross section from those letters. 

H. M. Jr: I would like to see them. 

Mr. D. W. Bell: They are quite voluminous. I thought we might 
have them digested as to the general trend of thought. 

H. M. Jr: My thought was to digest them. 

Mr. D. W. Bell: That might give you better cross section than even 
reports from Feds. Here is a summary of comments we got, and 
there is a more recent thing that came in from San Francisco. 

H. M. Jr: For Thursday there are about six Indiana cases in this 
week’s report —Nunan's most recent report—and I thought we might 
concentrate on Indiana for Thursday. There are at least six from 
Indiana, and all good ones, too. 

Mr. D. W. Bell: You asked us to call Forbes Watson to look over 
those designs of the Roosevelt Memorial Medal, and I would like you 
to know he picked out the SME QE VOL said you liked. So, it ‘has 
now gone to the Fine Arts Commission where it has to go before it is 
approved. 
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That's all I have. 

H. M. Jr: Thank you. 

Mr. Charlie Bell ? 

Mr. C. S. Bell: I have quite a few things, sir, and it is only a couple 
minutes to four-thirty. 1 wondered if you didn't want to call me in 
tomorrow for ten minutes. 

H. M. Jr: Sure, but 1 don't want you to come before Haas. Dan, 
how long do you want tomorrow ? 

Mr. D. W. Bell: About half an hour. 

H. M. Jr: At ten o’clock. 

Mr. C. S. Bell: That will be fine. 

H. M. Jr: You want ten minutes and you come back at ten-fifteen 
tomorrow about what you have got, Fus. 

Mr. Fussell: Fine. 

H. M. Jr: Ten-fifteen. Okay everybody. Thank you all. Feltus at 
ten-thirty tomorrow morning. 


(Book 856, pp. 197-199) 


JUNE 21, 1945. 
12:05 p.m. 
Tars Wits Mr. WHITE 


H. M. Jr: You will have to wait for an answer on this until to- 
morrow. This thing came in here the 28th of May and I am booked 
absolutely solid, and it’s a terrifically important thing. 

Mr. White: We'll get it tomorrow. What we did is we had every- 
body else initial it before it came to you. 

H. M. Jr: Well, 1 spent two months on this thing and 

_ Mr. White: There ts nothing there, I think, that raises any ques- 
tion that you are not alread y—— 

H. M. Jr: No! No! 

Mr. White: familiar with. 

H. M. Jr: No! No! I'll start with"you tomorrow morning at nine- 
thirty, but I want to go into the whole thing very, veny carefully. 
After all, it’s outrageous that it has been kicking around—wherever 
it has been—since the 28th of May. 

Mr. White: What, this here? 

H. M. Jr: This message is dated the 28th of May. (Indicated 


Attachment A.) 

Mr. White: I don’t know. We didn’t get that. It wasn’t our task 
to answer that. q 

H. M. Jr: I don’t know where it was referred to. i 

Mr. White: I don’t either, but this was settled. This general prob- 
lem was discussed at a meeting in Vinson's office a couple of weeks ago. 


It hasn’t been here for that long. 


à hasit been here? |. f 
H. M. Jr: How long has to my attention. Today is Thursday— 


ite: It just d 
a ie ape ri don't know how long they have been working 


on it. 
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H. M. Jr: Why do I have to doit in a split second ? 

Mr. White: I don’t know, only it involves initials. It can wait until 
tomorrow. 

H. M. Jr: It will have to. 

Mr. White: Kung would like a meeting with you this afternoon. 

H. M. Jr: That's out. 

Mr. White: Do you want to make it tomorrow or any other day? 
The issue is he is going to ask for forty-five million. 

H.M. Jr: Do I haveto go through with that? 

Mr. White: If you don’t want to see him—— 

H. M. Jr: Make it for three o'clock. 

Mr. White: Tomorrow ? 

H. M. Jr: Yes. 

Mrs. Klotz: You will arrange it, Harry? 

Mr. White: Dll see that it is arranged. All right. TIl see you to- 
morrow about a couple of other things that can wait until tomorrow. 

H. M. Jr: When you come in—this thing you have been talking 
about—pick up this letter from General Clay. It gets bounced bac 
and forth with Coe’s being sick back there. Ask him if there’s any- 
thing else. There’s a letter from General Clay that he has. 

Mr. White: All right. 

H. M. Jr: Dl give you half an hour tomorrow morning. 


(Book 857, pp. 48-61) 
JUNE 22, 1945. 
2:30 p.m. 
NEGOoTIATIONS WITH CHINA 


Mr. White 
Coe 


Mr. Friedman 

Mr. Adler 

Dr. Kung 

Mr. T. L. Soong 
Chi 


Mr. Hsi Te-mou 
Mrs. Klotz 
H.M. Jr: Allright. Itis forty-one point nine. 
Mr. White: That is what the figures make. 
H. M. Jr: Why don’t I let them come in and do the talking? 
Mr. White: There is one further point. They would like to make 
a settlement for the next three months, and you told Kung that any 
time he is ready you are ready. He is ready right now, and we hare 
the data. If you tell me now you want to go into it, I’ll tell you what 
it is, but if you want to postpone it, you can. 
H. M. Jr: Heis edo a train. 
(Dr. Kung, Mr. Soong, Mr. Chi, and Mr. Hsi Te-mou enter con- 
ference.) 
(Discussion off the record.) 
H. M. Jr: Have you got it all settled ? 
Mr. White: Yes, I think so. Well, we are in agreement. If you 
can get Dr. Kung to agree, then we would all be in agreement, and 
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that adjustment which we thought was very reasonable, in fact more 
than reasonable, was based on the changes in prices and the cost of 
living there, and as I suggested to you before, it works out to forty- 
one point nine million dollars for the last three months. That ap- 
proach is the one which we think is the most reasonable one unless 
we want to go to exchange rates and gold premium in which case we 
would arrive at a figure that is much lower. 
. M. Jr: And I am too old to see that negotiation through. I 

wouldn’t live that long. 

Mr. White: The premium on gold and currency is high and is rising 
rapidly. 

H. M. Jr: Has the gold begun to move? 

Mr. White: Yes. We just arranged this morning for a shipment 
of—what is it a week ? 

Mr. Friedman : Seventeen million extra by air. 

H. M. Jr: I see they made some arrests in China. Was that before 

this new gold came? 

Dr. Kung: I think so, yes. 

H. M. Jr: There were three or four arrests. 

Mr. White: I thought they lost their heads—the fellows they 
arrested. 

Mr. Adler: The people in the Army. 

H. M. Jr: Yes, I saw—no, it didn’t say who they were—a little 
release in the paper. The Minister of Finance had a statement. Did 
you see it ? 

Mr. Chi: I haven't; have you? 

Mr. White: Some time ago there were some. 

They are going to get seventeen million additional in a very short 
time, because we nave some extra space on Army planes, so that would 
make it ahead of the schedule. 

Dr. Kung: Well ? 

H. M. Jr: Well? 

Dr. Kung: You have to find words. 

H. M. Jr: I just said, well? 

Mr. White: They would like to round it off, the forty-one. 

H. M. Jr: The forty-one? à 

Mr. White: Yes, the forty-one. 

Dr. Kung: Make it forty. 

Mr. White: This being the year 1945, they wanted forty-five. 
(Laughter) mH ’ ; 

H. M. Jr: Well, they have gone into it, and we still think that forty- 
one decimal nine is a good figure. y 

Dr. Kung: Well, they say, of course, that different counsels come 
to different results, and if I might say that, Mr. Secretary, this is not a 
case of straight business, huh? Itis a case of cooperation, and if I may 

recall when the late President, Mr. Roosevelt, said in the next few 
months it was twenty-five, we saw that it was too little, but we accepted 
it because of what the President said. I said, “All right.” I came 
here, and you all may say, yes, in the next few months twenty-five, and 
e-n fhe next few months it would be twenty. That was not based on 
Es t the President said. We didn't say much about it. 

e since that time the prices have gone saa meak Pane? put Fuis 
personnel who are spending the money 1n 2 A NE Guy 1 
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is, of course, a case now of close cooperation in order to win the war. 
Now, the European war is closed. We are all centralizing our efforts 
to beat the Japanese, to finish the war sooner, not only to save money, 
but to save lives, and you, more than anyone else. 

I came to this country on your invitation. I came to the Bretton 
Woods conference, and throughout the conference you emphasized 
the soundness of currency, and now I congratulate you and Dr. White. 
The scheme has gone through the Congress. Soon we will put this 
into execution, and you know better than I or anybody else how the 
situation is in China today and why I came. 

I saw the President several times and he tried to find ways in order 
to help China economically so that China would be strong, not only 
to fight the war, but after the war. We are now at a higher stake 
for the world of peace and security. As far as forty million, forty- 
five million, sixty million, fifty million—those are small amounts. Tl 
take anything from you. If you say, “I give you one dollar for your 
work in this country,” I would take one dollar for a year. Mr. Sec- 
retary, I take the dollar back, so it isn’t a matter of only a few dollars 
or cents. 

H. M. Jr: Mr. Soong is smiling. 

Dr. Kung: He agrees with me. 

H. M. Jr: I don’t think he would smile at one dollar, though. 

Dr. Kung: It is a case of cooperation, and so on. America has a 
great name in China among Chinese officials and the people, and re- 
spect, and under your administration we have dealt many times, and 
in a time of crisis you have tried to help China, I know, more than 
anybody else. It is the wish of the American people. It is the policy 
of your government. It has been your own desire, so I would not just 
ask or argue whether the figure is right or wrong. I leave that to you. 
Any figure you name is all right, but I just want to give this thought 
to you for the sake of the past and cooperation for the future, and I 
think that is a bigger issue, and a few millions more or a few millions 
less, well, of course, it would work a hardship on the poor Chinese 

eople. We are spending much money, and so it doesn’t matter much, 
but there is one thing I want to just mention and call your attention 
to, and that is after this war—how long this war is going to take, no- 
body knows—I hope we could whip the Japanese within this hour, 
ear. 
H. M. Jr: I'll take the hour. 

Dr. Kung: But somebody said it will take another year. I saw a 
statement made by Stilwell in which he said two years. Inflation in 
China is getting really very, very bad. Tomorrow it will be one year 
since I arrived in this country. 

H. M. Jr: Is that so? 

Dr. Kung: Yes. You remember I came down the twenty-third. To- 
day is the twenty-second. Since then, the situation has become very 
much worse. Now, the people in China are puzzled. The govern- 
ment is worried. You know there are elements in China that seize 
an opportunity to attack the government, and so on, and I know it is 
the desire and your wish to strengthen the hand of the Chinese gov- 
ernment so that we could do our best to cooperate with you, not only 
to win the war but to win the peace. Mr. Secretary, you know you 


have achieved something internationally through your Bretton Woods 


scheme. That scheme is going to help to stabilize the world trade, and 
in order to have world trade, you can have stabilized currency. In 
order to bring profit to your manufacturers, work to your laborers, 
you can have the other countries have the power to buy from your 
country. 

Of this China has helped to meeting that position. If the eco- 
nomic rate of China should collapse, if her currency should break, you 
know what that would mean. In your letter and also in the telegram 
from the late President where you ask me to come to this country, 
1t says that not only to settle this, but to talk about the future coop- 
eration and future stabilization, and so on and so forth. And now I 
am afraid 1 shall have to leave this country very soon now. 

H. M. Jr: That's too bad. 

Dr. Kung: But I should want to carry some message back from you 
to my people, to my government, and I should like to have some as- 
surance so that my people, my government's officials will be encour- 
aged to put more strength and effort to cross the Japanese as soon as 
possible, and then they do have the chance, the opportunity, to coop- 
erate with America and with you. 

That is all I want. 

H. M. Jr: Well, Dr. Kung, you know that my government for seven 
years now, I think, has cooperated with you in this mutual effort 
that we have had. Again and again we have tried to demonstrate our 
friendship in many ways. 

Dr. Kung: Yes. We appreciate that. 

H. M. Jr: And I am sure that President Truman will continue the 
same policy — 

Dr. Kung: Yes. He assured me of that. 

H. M. Jr: —toward China that President Roosevelt did, and we 
have tried to arrive at a fair estimate. It is very difficult in these 
fluctuating rates of exchange to figure, because any correspondence 
or any remarks that President Roosevelt had with any members of 
your government were on expenses of our Army incurred up to the 
first of July, I think. I don’t think there was anything mentioned 
after the first of July. I mean, he didn’t make any remarks as far as 
I know, after the first of July. And this settlement is from July, or 
October. 

Mr. White: October 1 to January 1. 

H. M. Jr: October 1 to January 1. But, anyway, we want to carry 
on in his spirit, but I don’t know just what you gentlemen had in 
mind. We thought that forty-one. id 

Mr. White: That makes about fourteen million a month. , 

H. M. Jr: Am I wrong that you people were about satisfied with 
forty-one million nine hundred thousand ? 

Dr. Kung: No. They were negotiating. 

Mr. White: No. They have not agreed to that. 

H. M. Jr: What figure did they have in mind? 

ite: Well, they have—— bs 
ce ae Erou AA what figure have they in mind now? l 
Mr. Hsi Te-mou: With your permission, Mr. Secretary, we three 

i ked by Dr. Kung to study this, and we have mentioned 

imine os high x gee based on the previous: period, kenty milhon 

gure « and recommende n 

i month, and we have now come down ii 


million a month, or forty-five. 
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H. M. Jr: Pardon? . 

Mr. Hsi Te-mou: We have recommended fifteen million a month 
for this period of October 1 to January 1, or forty-five. This is our 
recommendation. 

H. M. Jr: Is that Dr. Kung's recommendation? 

Dr. Kung: No. 

H. M. Jr: Will Dr. Kung accept that? 

Dr. Kung: I tell you, Mr. Secretary, you can give anything you 
want. You can give me one dollar, and 1 won't argue with you. 

H. M. Jr: That is the recommendation of these three gentlemen ? 

Mr. Soong: Mr. Secretary, the reason that we arrived at this figure, 
after, of course, our first figure of sixty, fifty-five, and fifty, is that we 
finally, the three of us worked together, and we arrived at this figure, 
not arbitrarily, but also taking into consideration some of the actual 
facts, average purchasing power of it, and between the three we 
reduced it to twenty-five million less sixty. Therefore, we arrived at 


ioniy ve. 
af r. Hsi Te-mou: Twenty-five percent higher according to price 
index. 

Mr. Soong: We reduced it to twenty-five million less sixty million, 
and we arrived at forty-five, and we mentioned to Dr. Kung at the 
time Dr. White was testifying, and we said we would take it on our 
own facts to settle it and told Dr. Kung that as he had asked us to 
settle it the way we can over here. We say we will recommend that 
to twenty-five. 

H. M. Jr: Dr. Kung is staying up in the mountains, huh? You 
don’t want to get down. 

Mr. White: Mount Olympus. 

H. M. Jr: I would like it if you gentlemen would just stay here. 
I will take my people, if you don’t mind, and go to the other room, 
if you would wait. 

(The Secretary, Mrs. Klotz, Mr. White, Mr. Coe, Mr. Friedman 
and Mr. Alder leave conference temporarily. ) 

H. M. Jr: Well, we have been talking this thing over and the thing 
that influenced me the most to meet you three gentlemen, see that Dr. 
Kung is on the mountain, is this very fine military effort which your 
soldiers are making. I think that we should do everything we can 
from the Treasury end to encourage the Chinese government to carry 
on in their program to kill Japanese. If, by raising our figure slightly, 
we make it possible for Dr. Kung to go back and say that this is a 
fair adjustment, why, we are prepared to say fifteen million dollars 
a month with the understanding that this request from the Army 
which is coming, that the Army may have a subsequent claim which 
Mr. White has just informed me about and which may come in six 
months or eight months from now. But the Army is worried that 
they have some figure about some alcohol expenditures, or something. 

Mr. White: Some other things that they have spent for the Chi- 
nese, or the money was obtained from the Chinese. 

H. M. Jr: And the Army has asked us to put in an exception. Are 
you people familiar with that ? 

Mr. Soong: Mr. Secretary, I think January, February, and 
March—— y 

Mr. White: No, the Army has informed us recently that there have 
been a number of items that have come to their attention, and it is 
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only part of what they will be able to ascertain, they hope, in the not 
too distant future of expenditures that were made for the Chinese 
out of the funds obtained from the Chinese. They don’t know what 
it is yet, and that has been made in the past, not 1945. In 1945 there 
are some, too, but this is throughout 1944. 

H.M. Jr: We frankly don’t know what it is. 

Mr. Chi: I wish to point out that our original figure for this period 
for three months was ten point seven billion, see? Now, we only 
settled for eight billion because these two point seven billion include 
this kind of unsettled accounts. 

Mr. White: I tell you, Dr. Chi, that deduction we made was on 
expenditures they have already informed us of—am I correct—as to 
the specific amount. 

Mr. Friedman: That’s right. 

Mr. White: They now tell us there are some expenditures which 
they have not informed us about. We don’t know what it is. 

Jr: We are embarrassed. We don’t know what they are. 

Mr. White: But we have to take cognizance of their information. 
It came in a letter to us. We are handicapped because we can’t even 

indicate whether it is small or large, but we have to leave it up for 
later adjustment, and there will be an opportunity for you to question 
the data or to trim the data if and when we get it. They may not get 
it for another three or five or six months. 

Dr. Kung: Well, this settlement is only for the eight billion for 
which we thought there was no question, but now from what Dr. 
White says there seems to be some claim which is in the eight billion. 

Mr. White: Within the eight billion ? 

Dr. Kung: Yes. That’s all right. If, and this is really a justified 
claim with a settlement included and for eight billion dollars now 
settled—if there should be some claim within the eight billion dollars, 
all right. 

Me White: There will be a proportional adjustment. It may be 
very small or it may be large. I haven’t the slightest knowledge 
whether it is very small or large. They have not been able to give us 
any information at all. E i 

Mr. Coe: It is nothing new in principle. In principle I think we 
are all agreed. o sas Td 

H. M. Jr: Well, as long as Dr. Kung understands that it is within 
the eight billion, that we don’t know what it is. It may be very small 
or it may be a considerable amount, but anyway, we have discussed 
whether we should withhold an amount from the forty-five million, 
and we decided now we would go ahead and pay you forty-five million 
dollars for October, November and December, with the clause in 
there saying that which the Army has asked us to putin. l 

Dr. Kung: Yes. This is a settlement for the eight billion. If in 
the future the Army should produce some figures and proof which 
would evidence that there is some refund to be made, well, we can 

make it, make an adjustment in proportion. 

H.M. Jr: That’sall right. All right, sir. À 

Kung: Wel, now, probably this will be the last meeting I have 

Dr. . h you, Mr. Secretary, and I first want to thank you for your 

had Erg Dindness to me and for your ppaperation,, including vour 
erson : iate it very much. It has been a 
ca gd yourlastocioless Lappieón 4 
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pleasure for me to associate with you and to deal with you between 
representing our two governments. Before I leave I want to put a 
little thing on the record to express my heartfelt thanks. 

But as the war is progressing in the Pacific, the things in China 
are getting bad as far as inflation is concerned. Prices are high, and 
that is because of the depletion of currency. That was brought about 
by the black market, and when there is a black market you always give 
speculators a chance to play on the market and keep it up or down 
all the time which is neither helpful for the war effort nor good for 
the economic stability. 

I raised the question with you once and you said you would be glad 
to discuss it with me and to find some solution. I just want to leave 
this thought with you. Of course, owing to the shortness of time— 
it is a big question—we can’t go into detail fully this afternoon, but 
I had a chance to talk with Dr. White the other day. I was bene- 
fitted by some of the observations which he stated to me. However, 
my government is greatly concerned over this. I think one of the 
reasons they are urging me to go back is because it is getting worse. 
They want to have some solution, some settlement, and I stated that 
to Dr. White. “Of course,” he said, “The present rate of exchange, 
it was made a long time ago. Now it is out of date. It is a question 
whether we should authorize a rate of exchange now or wait until a 
time, a proper time to make the change so that it will stay, instead 
of making it today or tomorrow and then later you have to make it 
again, which would destroy further the confidence in the currency, and 
disturb the people’s mind.” 

However, 1 think some solution should be followed. I realize your 
boys come to China to fight. Well, their parents, their friends, prob- 
ably, would send them now and then a few dollars as pocket money. 
They, too, of course, want to get the best rate possible. I realize the 
rate we give to them, of course, is out of proportion now officially, und 
while the black market, too, continues, it is going to destroy the con- 
fidence and distort the effort in this war. 

Therefore, I would like to have some idea from you what is the best 
way to do it. Could we come to some arrangement whereby only our 
military men have a few dollars that they want to exchange, and we 
are willing to give them a specia? rate, or subsidize something. Once 
that is done then we can, of course, wipe out this black market. We 
can do it now, but because of your military men we don’t want to 
do that. But for the sake of the country and for our common effort 
something has to be done. 

H. M. Jr: Well, of course, you are raising a very important ques- 
tion, and I know you are taking a four o'clock train. 

Dr. Kung: Five o'clock now. I couldn’t get the four o’clock. It 
had no room. 

Mr. White: It isstill important. 

H. M. Jr: And I would like to have my people discuss this at great 
length with you. I mean, we have had experience in Italy. We have 
had experience in France, and we are having experience in Germany. 
We have learned a little, not much, and this thine, how to ask 2 
iniendly, government to gail mE American soldiers while they are 
in their country is something that you just can’t uickly. I 
think if Mr. White and Mr. Coe and these ee wold Sara 


1664 MORGENTHAU DIARY 


these discussions with your people, maybe we could come to a solu- 
tion. I agree with you, because you take in France, it is a very serious 
offense if our men take American dollars and try to buy francs in the 
open market. They get maybe four times as many francs. Most of 
them don’t because they don’t want to go to jail, but it makes them 
very unhappy. With the two cent rate, maybe they can buy for 
half a cent if they go on the black market. 

This is something we have with us right along, and our soldiers 
meet the Russian soldiers in Germany, and they have another way 
of doing it. So I think it is something that should be discussed with 
your experts and our experts—— 

Dr. Kung: Yes. 

H. M. Jr: with a hope that we can come to a solution, but— 
and I also hope your government will give serious consideration to the 
creation of this five hundred million dollar fund. 

Dr. Kung: Well, you have my sympathy there. 

H. M. Jr: I want more than that, though. 

Dr. Kung: Yes. I mean, I want your sympathy. 

H. M. Jr: I want you to come off the mountain on that one. Come 
down to the trenches. 

Dr. Kung: Let us come to the ground. I think five hundred million 
is not enough. If it were one billion, but we don’t have that money. 
I would like to have a one billion dollar reserve for my country. 

H. M. Jr: Come to my level in the trenches and we'll work some- 
thing out. 

Dr. Kung: T'I come off the mountain and you come up from the 
trenches, and we'll meet on the ground. 

:H. M. Jr: TLU see you again before you go? 

Dr. Kung: Probably. I’ll come back and say goodby to the Presi- 
dent, and if you are here, 111 come in to say goodby to you. 

H. M. Jr: 1 wish you would. It has been a very happy relation- 
ship, and 1 think that both you and 1 have tried to do everything we 
can to keep the friendship on a high plane, and I have been very happy 
to be associated with you this year, as I have since I first met you. I 
pee that as years go on our association will continue closer and 

oser. 

Dr. Kung: Yes. Yes. We had “a long association before I met 
you, and I can say the same when I came here. We settled the silver 
and that only took a few days, but now it took me a whole year to 
stay here to settle this. 

H.M. Jr: You got your health back. | 

Dr. Kung: I would like to have copies of all the conferences that 
I attended while I have been here, because maybe sometimes I don't 
talk so plain, and there may be some mistakes. I would like to have 
copies. 

H. M.Jr: Yes. We’ll get those for you. 

[ Eprror’s Nore.—The Dairy included two almost identical copies of 
the above meeting. Only the one that appeared to be the most com- 
plete is printed here. The other copy 1s available in the subcommittee's 


files. J 
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Tus Centran BANK or CHINA, 
Chungking, China, June 9, 1945. 
Hon. Henry MorGENTHAU, Jr., 
Secretary of the Treasury, 
Washington, D.C 

Dear Mn. MorceNTHAU: First of all, I wish to tell you that it gave 
me great pleasure to have seen you today. After months of illness, it 
was good to be able to get around and talk to old friends again. 

Y our letter of June 8, 1945 reached me just as I returned from visit- 
ing you and I wish to thank you for giving the necessary instructions 
to transfer the $35 million out of the unused portion of the $500 mil- 
lion loan for the purchase of banknotes. With reference to the $25 
million for the purchase of textiles, I am glad to know that you will 
have transfers made up to this amount at such times as the purchases 
are made. 

I wish to take this opportunity to tell you that I was deeply grati- 
fied by the arrangement you have made with Dr. T. V. Soong for a 
schedule of shipment for transporting to China the remaining part of 
the $200 million worth of gold. 

I also wish to take this occasion to assure you that the Central Bank 
of China will continue to cooperate fully with the United States Army 
and Navy forces in China. I, as the Governor of the Bank, will make 
sure that our joint military effort is never delayed because of currency 
or monetary needs. We have cooperated fully for many years together 
and I would not want anything to mar this good record during the 
last phase of our common struggle against Japanese militarism and 


aggression. 
With best personal regards, 
Sincerely yours, 
H. H. Kuna. 
June 23, 1945. 


Dear Dr. Kune: I am glad to receive your letter of 9 June, 1945, 
and needless to say, I was pleased to have the opportunity of seeing 
you again the other day. J 

I appreciate your assurance that the Central Bank of China will con- 
tinue to cooperate with the United States Army and Navy Forces in 
China. We in the Treasury realize the difficulties involved in supply- 
ing our forces with adequate amounts of currency and in making avail- 
able banking facilities within China. 

Your expression of gratification that arrangements have been made 
to ship to China the remainder of the $200 million of gold is appre- 
ciated. As you know, the easing of the transportation situation has 
facilitated going forward with these shipments. 

I am looking forward to the pleasure of seeing you again. 

Sincerely yours, 


Honorable H. H. Kune, 
Room 4201 
Waldorf-Astoria Hotel, 
New York, New York. 
ISF/SA/efs 6/22/45 


(Signed) H. MoRGENTHAD, Jr. 
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THe CENTRAL BANK OF CHINA, 
Chungking, China, June 26, 1945. 
Honorable Henry MORGENTHAU, Jr., 
Secretary of U.S. Treasury, Washington, D.C. 


Dear SECRETARY MORGENTHAU: I am glad to acknowledge receipt 
of your letter of June 9, 1945 and to hear from you that the easing 
of the transportation situation has facilitated the shipments of the 
remainder of the $200 million of gold to China. Your cooperation in 
this matter is greatly appreciated. 

During my stay in this country I have received many courtesies from 
you and through your friendship and understanding we have been 
able to settle some of the pending questions between our two coun- 
tries. I shall cherish more than ever your friendship that has stood 
the test of more than twelve years. It is my hope that you will con- 
tinue to extend to me the benefit of your advice and that you will also 
help China’s postwar reconstruction program. 

With best wishes, 


Yours sincerely, 
H. H. Kuna. 


(Book 859, pp. 28-29) 


JUNE 27, 1945. 


Dear Dr. Kune: I am informing the War Department that we 
have successfully terminated the negotiations with respect to U.S. 
Army yuan obligations in China for the last quarter of 1944. The 
terms of the settlement of these negotiations as agreed upon at our 
conference on last Friday afternoon, June 22, are as follows: 

1. The War Department shall transfer to the account of the Na- 
tional Government of China or the account of such agency of the Na- 
tional Government of China as the National Government of China 
designates a sum of forty-five million U.S. dollars (US$45 million) in 
settlement for all U.S. Army obligations in China for the period Octo- 
ber 1, 1944 to December 31, 1944 amounting to the sum of eight billion 
forty-two million eight hundred ten thousand five hundred sixty-three 
Chinese National dilus (CN$8,042,810,563). 

2. This settlement does not include any yuan expended by the Gor- 
ernment of the Republic of China for board and lodging of American 
armed forces in China. Such sums will be credited to the National 
Government of China as reciprocal aid under Article VI of the Mutual 
Aid Agreement of June 2, 1942 at the request of the National Govern- 
ment of China. 3 i 

3. It is understood that counterclaims may be made by the U.S. 
Treasury for reimbursement in U.S. dollars for expenditures by the 
U.S. Army on behalf of China for which deductions were not made 
tthe time of settlement. Reimbursements for such counterclaims will 

ae m de by China at rates corresponding to the rates of settlement 
RE the periods of time during which the expenditures were ac- 


tually made. 
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I am pleased to express to you at this time my appreciation for the 
fine spirit of cooperation you have always shown in your relations 
with the Treasury. I am sure that you Al continue to do all possible 
to strengthen the bonds of friendship between our two countries. 

Sincerely yours, 


Honorable H. H. Kuna, 
Room 4201, 
Waldorf-Astoria Hotel, 
New York, New York. 


ISF: LCA: AL: df 6/25/45 


(Signed) H.Morcenrnav, Jr. 


(Book 859, pp. 149-168) 
JUNE 29, 1945. 
9:15 a.m. 
Group 
Present : 
Mr. D. W. Bell 
Mr. Gaston 
Mr. White 
Mr. Bartelt 
Mr. Charles Bell 
Mr. Luxford 
Mr. O’Connell 
Mr. Fussell 
Mr. Haas 
Mrs. Klotz 
H. M. Jr: I was asking Mr. Bell if he sent a memorandum around. 
I thought if it wasn’t too great a hardship on anybody if he could be 
ready to be at work at nine, it would be helpful to me, seeing that I 
don’t sleep so well, and particularly in view of the bargain with you. 
I think that most of you now are only on duty every fourth Saturday. 
Isn’t that right, huh ? 
Mr. O’Connell: Theoretically. 
H. M. Jr: So, if you could get here by nine—— 
Mr. White: It would be easidr to suggest a way for you to sleep 
longer. 
H.M. Jr: What? 
Mr. White: It would be easier if we could suggest a way that you 
could sleep longer. 
H. M. Jr: Some mornings I sit around here and wait until quite late. 
Is it a hardship to be here by nine? 
Mr. Gaston: Not on me, only on my neighbors. 
Mr. White: It isn't a hardship, just an inconvenience. 
H.M. Jr: Well 
Mr. White : We can do it. 
H. M. Jr: Well, it happens to be the working hours, 
Mr. White: Nine to what? (Laughter.) 
Mr. D. W. Bell: Nine tosix-thirty. 
H. M. Jr: Nine to id 
Mr. O'Connell : I get here three minutes after nor 
Mr. White: I trust you wouldn't want us to AS working 
hours. 
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H. M. Jr: The morning end. Anyway, nobody has to be here. I am 
not asking anybody to punch a clock. 

Mr. Luxford: Nine-fifteen is more convenient for the car pools, 

H. M. Jr: See what you can do. As I say, we are not clock punchers, 
but we did that one other summer, didn’t we ? 

Mr. C. S. Bell: Yes. The car pools are the thing that upset the 
whole program here. They have to wait on other people, people that 
are working in the Department of Commerce, Supreme Court. 

Mr. White: 1 come in with three other people. They all begin at 
nine-fifteen. That doesn’t mean you can’t do it, but I say it is in- 
convenient. 

H. M. Jr: It isn’t a matter—I’m not issuing any orders, and if some 
mornings you are not here, you won't hear anything about it, see? 
But if those of you who can be here conveniently at nine, 1 would ap- 
preciate it if you "would be. That's all. That's only a reasonable re- 
quest, isn't it, Mr. Luxford and Mr. White? 

Mr. White: It doesn’t solve the problem. 

H. M. Jr: Don’t your people work at the Treasury? 

Mr. White: No, none of them do. However, 1 can adjust myself. 
It isn’t either insuperable or serious, but it’s a matter of inconvenience. 
However, if you want us to be here at nine o’clock, I’m sure we can. 

You usually have been calling conferences at nine-thirty. Now, it 
very easily can be pushed up to nine-fifteen with no inconvenience. 

H. M. Jr: Nine-fifteen would be no inconvenience? 

Mr. White: Nine-fifteen would be no inconvenience, but nine o’clock 
would be. 

H. M. Jr: Well, DI settle for nine-fifteen. All right? Okay. 
Revise your order to nine-fifteen. 

Now, we'll see Mr. Dan Bell, and Mr. Dan Bell, if you want to see 
anybody— (Laughter). 

Mr. White: Dan gets here at eight o’clock. 

Mr. D. W. Bell: I’m working on daylight saving. 

H. M. Jr: All right. 

(Discussion off the record.) 

H. M. Jr: Charlie? When John Pehle comes in we'll give him 
a little applause. 

Mr. Luxford: I’m sure he didn’t “know about it. 

Mr. White: You didn’t give him enough notice. 

H. M. Jr: Charles? f > 

Mr. C. S. Bell: In some cases we are sending wives to Europe to 
work for the Treasury. Dorothy Adler is going to Chungking with 
Sol Adler. Sol Adler married Dorothy Adler when she was Dorothy 
Richards about three months ago. I just thought you ought to know. 
We see no harm in it. We think it’s good. 

H. M. Jr: I see no harm in it. , 

Mr. D. W. Bell: She got married to go to Chungking. s 

Mr. Gaston: That's the order. They’ve got to get married. 

H. M. Jr: What are you worrying about, Charlie? Is she going to 

reas ayroll ? 
E C 5S. "Boll: Both of them, yes. ; : 
H. M. Jr: That, I think, is wrong. I think you are starting some- 
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Mr. C. S. Bell: Well, she is an economist and very good. She has 
been with Harry White a number of years, and just incidentally they 
were married here about three months ago. 

H. M. Jr: Before you let that one go into Foreign Service, check 
and see if there is any precedent for that. 

Mr. C. S. Bell: We can find out definitely, but I am sure there is. 

Mr. White: This is new to me. I knew she was married, but I 
didn’t think she was going to Chungking. 

H. M. Jr: Do you think it is good for Sol? 

Mr. White: Its good for Sol. I don’t know if it has ever been 
done. Of course, it makes a difference that she has been working 
here and married later. That is true—within the Department there 
are a number of such cases where they both continue to work for the 
same Department. It’s true that in Treasury there are several such 
persons. Whether it is true abroad I don’t know. 

H. M. Jr: Well, Mr. White has his doubts, and I have my doubts 
when they go to Chungking. They say two can live the same as the 
price of four. 

Mr. White: It is not the best place in the world right now, either, 
for a woman to go. 

Mr. Luxford: Let them make that decision. 

H. M. Jr: Do a little inquiring. 

Mr. C. S. Bell: All right. 

Mr. White: If it has been done, I am in favor of it, but if it hasn’t, 
I am not in favor of it. 

Mr. C. S. Bell: I think it has been done in the State Department. 

H. M. Jr: See if it has. 

Mr. C. S. Bell: You recall Stanley Prenosil. 

H. M. Jr: Over in War Bonds? 

Mr. C. S. Bell: Ted Gamble is proposing him for eight thousand, 
CAF-15. 

H. M. Jr: That is up to Gamble. It would be the first person who 
is a friend of Roosevelt, who is around the Administration, who has 
been promoted instead of being fired. 

Mr. C. S. Bell: He is doing a good job. 

H. M. Jr: Did you hear that? 

Mr. White: I heard what yowWsaid, but I didn’t hear the name. 

H. M. Jr: It is the first person who is a friend of Roosevelt in the 
Administration who has been promoted instead of being fired. 

Mr. White: I heard that, but I didn’t hear the name. 

Mr. Gaston: Stanley Prenosil, a newspaper man who was one of the 
original cuff links of the crowd and worked in the Treasury for a cou- 
ple of years. 

H. M. Jr: Well, it is a precedent, but—— 

Mr. Charles Bell: Mr. Nunan would like to make Gallahan the Dep- 
uty Commissioner in Charge of Salary Stabilization. Burford has 
developed heart trouble and is going back to Texas and leaving that 
vacancy. Joe O'Connell and I are in accord on that. He is the most 
logical person. 

Mr. O'Connell: He has been Acting Deputy Commissioner in 
Charge of Salary Stabilization for six months, the operation itself. 

H. L a Ty: Does that function properly? ; 

Mr. onnell: It functions as well as you 
operation to function. It is the worst one > re eels that. tynga 
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H. M. Jr: The telephone calls I get from businesses all say they 
can’t get their salaries through. 

Mr. O'Connell: That is the test as to how effectively that job has 
been done. 

H. M. Jr: I want to pick the Deputy Commissioner, but on the rest 
of the thing, if you and Charlie recommend it, and Nunan, it is blood 
on your head if it doesn't work out. 

Mr. D. W. Bell: Is he Acting Deputy? 

Mr. C. S. Bell: He will be the Deputy. 

Mr. O'Connell: The Deputy in Charge of Salary Stabilization. 

Mr, C. S. Bell: That program is going to last only about a year. 

H. M. Jr: I can’t spend all my time checking these people, and if 
you fellows and Nunan think it is all right, and then it doesn't work, 
it leaves me in a position where I can criticize. 

Mr. O'Connell: That's right. 

H. M. Jr: If it works, Dll say you boys picked a good man. 

Mr. D. W. Bell: This fellow is better than Burford and gets along 
with the outside public, in my opinion, better than Burford. 

Mr. C. S. Bell: That's all for me, sir. 

H. M. Jr: Daniel Bell? 

Mr. D. W. Bell: I have nothing. 
H. M. Jr: It is my fault now. I have got this thing on Chase on 
my desk. I'll try to clear it today or tomorrow. 
Mr. White? 
Mr, White: There is some difficulty about withdrawals by the 
po Polish Government, the so-called government in exile, some 
eeling on the part of people in Foreign Funds that the balances 
which that government has in this country, some of their accounts 
will be completely withdrawn if the other government is recognized. 
We are in consultation with the State Department, and what we are 
proposing to do is require a special license, so that would let any small 
amounts go through, but should a large amount go through, we will 
take it up. 
You say hear some repercussions from that. _ 
H. M. Jr: I see by the papers that you are going to attend a secret 
session this morning. ; 
Mr. White: Top secret. 3 
H. M. Jr: This three billion dollars. i ; : 
Mr. White: That is what the report has made of it. It isa little 
distorted. It is Williams who said they ought to get three billion 
dollars lend-lease. They asked me whether it is essential in my Jude: 
ment to help the British before we amassed the Fund. It was Wil- 
liams point of view we don’t need the Fund if we help Britain with 
three is dollars. I said if it was satisfactory to them, I would 
prefer to discuss that at an executive session so I could give them a 
little more of the facts, They said they would prefer it, so the paper 
came out with that. 1 called Brand and discussed with him what 
i 11 them. 
YOA A both from Will Clayton and Herbert Lehman 
Le boys did all right before Senator Mead. I haven’t hada 
Et eae hear from them directly. 
O eg All I heard about it was that they didn’t spend more 
tn or fifteen minutes on their problem. They had about thirty 
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or forty persons in town there and they tried to cover an enormous 

deal which couldn’t possibly be Bin et in anything like the short 

time they had, and that the thing went very smoothly, but I don’t 

know of any further details. Coe and Glasser went. 

sa Mi 7 r: C E maka a note for yourself, will you, please, 
at what’s his name, Wi ayton is trying to finagle it tha 

Glasser will be in London when Hois there. Re z R A 

Mr. White: He is going to London. We agreed that Glasser is 
going to London. If somebody ought to go to Berlin, I have good 
nomination, Harry White. I think it’s important, and 1 think Treas- 
ury ought to be représented there, and if it is important enough for 
Assistant Secretary Clayton to go, certainly the Treasury ought to 
have somebody there on this Peace Conference and German business, 
and it seems to me that only next to yourself I can support your point 
of view and maybe help it along. But if we don’t have it at that 
level, anybody who would be there would be under raps more or less, 
so I thought I’d throw that out for your consideration. I am being 
very selfiess, Mr. Secretary. 

1'd like to go, and if you think it is important to go, I'll go, but my 
liking to go 1s very secondary. I am not particularly keen on going 
to Germany, but if you think it is important, P'll go. 

H. M. Jr: Well, of course, the only thing I am worried about is if 
you go there, you will be so tired the next month when I go to 
Moscow. 

Mr. White: I thought I’d rest up in Moscow after Berlin. That 
was the general idea. Well, I just thought—I think Taylor ought to 

O. 
S H. M. Jr: I have asked to see President Truman Tuesday. I have 
sent him a message. I was going to raise the question about who 
was going to go and who was going to give him all this information, 
see? I did have you in the back of my mind, so you needn’t feel 
hesitant or bashful. 

Mr. White: You will understand my bashfulness, 1 am sure. 

H. M. Jr: I am well acquainted with it. 

Mr. White: I do think, irrespective of who goes, I think Treasury 
very definitely ought to play an pfficial role in this sort of thing. It 
is predominantly a financial question, economic question. You haven’t 
forgotten we agreed to let Glasser go to London. 

H. M. Jr: It reminded me of a six weeks old letter I forgot about. 

Mr. White: On UNRRA. 

H. M. Jr: But we'll see. I don’t know. Clayton agrees that this 
Advisory Committee on Bretton Woods is the top committee and 
should begin to function as soon as the bill has passed. 

Mr. White: Well, Frank Coe has just got out a report. I’ve gone 
over it, and I think it is a very good report on what isto be done. He 
probably will want to give it to you sometime this morning. 

H. M. Jr: Any other suggestions for Mr. White? I said for, not 
from. 

Mr. White: No. I think that will do for today. 

Mr. Luxford: The other day 1 mentioned to you were are having 
trouble on the war criminal directive. Since then thinos have im- 
proved a good deal. Joe Friedman and Harold Glasser have been 
putting up a very good fight in the subcommittee of IPCOG, and the 
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last document is one which from our point of view is one hundred 
percent better than the document we started with. 

H. M. Jr: I am glad to get that. Mr. MacLeish called me up and 
asked if he could come over to see me this morning; that he had to 
work, and he wanted to work at a higher level rather than on a com- 
mittee level, on a directive on how to reeducate the Germans. 1 
thought I would see him. It is the first time I have seen MacLeish 
since he has been in the State Department. 

Mr. White: I have been told by friends that he wasn’t quite happy 
there, but that has changed now. 

H. M. Jr: Well, you'll know better Monday. 

Mr, Gaston: It looks from newspaper stories as though you will have 
to work pretty fast if you want to see him while he is stil] in the State 
Department. 

Mr. White: No, I don’t think so. 

Mr. Gaston: You don’t think so? 

Mr. White: Not unless he takes some of the others off. If he takes 
MacLeish off, he'11 have to take some of the others. 

H. M. Jr: The most significant straw in the wind—what's-his-name 
only told me yesterday—was that Coe who said that Lauch Currie 
had that the fact that Ben Cohen hadn’t done any work since the first 
of January was conclusive evidence he was waiting for Mr. Byrnes 
to become Secretary of State, at which time he would go over and 
have an important job with him ? 

Mr. O'Connell: Ben denies having any knowledge or information 
about what is going to happen in the State Department or to him 
personally. 

H. M. Jr: It is strange that he isn’t doing anything. 

When are you fellows going on the Hill ? 

Mr. White: At ten thirty. 

Mr. O’Connell: I have to meet with the Ways and Means Commit- 
tee at ten o’clock. I only wanted to remind you that you wanted to 
mention to the nine-thirty group your discussion with Commissioner 
Nunan about the relationship between the Bureau. 

H. M. Jr: Oh, very much in the group, I had a very satisfactory 
talk first with Mr. Hannegan of our political patronage and said that 
the thing should clear in the first instance through my office and not 
from Mr. Hannegan to any of the subordinates. We had a very satis- 
factory talk. A : : 

Then I was glad that Mr. Hannegan said he was quite satisfied to 
work on politics with Herbert Gaston. When he was over he called 
on Herbert Gaston, and then I had a long and satisfactory talk with 
Mr. Nunan along the same lines and I think Nunan seems to be sort 
of a new man who sits in, too. 

Mr. O'Connell: He is quite happy about the whole thing. He 
wasn’t too comfortable about the situation he found himself in where 
he had to sort of deal with two bosses. He is quite pleased with that. 

H. M. Jr: He seems to be, and Nunan made what sounded like a 
reasonable request after I repeated myself four times. That was 
that these things work both ways, and any requests from the Office 
a > Secretary of the Treasury and those attached to it should go 
of the >e ugh Joe O'Connell, and the people had made a practice of 
to him through e from Internal Revenue and he wouldn’t hear about 
asking for tings 


very 
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it for a week or month afterwards, but he didn’t tell me what he had 
in mind. I don’t know what he had in mind. You thought it had 
to do with Irey's office. 

Mr. O'Connell: At least one episode—I think the one that was 
probably freshest in his mind was Elmer's request about McKellar. 

Mr. Gaston: I think Norman Cann completely misunderstood that, 
because what I asked Elmer to get was some information from the 
files about this man Hale or Gale, or whatever it was, to get some 
personnel information about him. 

H.M. Jr: It was a reasonable request, I know that. 

Mr. C. S. Bell: Yes, sir. 

Mr. White: Mr. Secretary, while— 

H. M. Jr: Excuse me, what I am saying here in a very few minutes 
I think is very important from the Treasury standpoint, I mean, in 
regard to the political thing, that I continue to be the head and that 
there be no undercutting by anybody as long as I am here, and I havo 
that understanding with Hannegan. 

I also had for lunch here the State Chairman of New York, Mr. 
Paul Fitzpatrick. I had a very good understanding with him, so l 
think the political thing is in hand and on a friendly basis. There is 
no resentment. But I was very, very direct, and very firm. You can’t 
do more. 

Mr. O’Connell: I had a talk with Herbert and Fitzpatrick about 
Gilroy, and I doubt if we will have anything Gilroy will be interested 
in. But Fitzpatrick is satisfied. I have written him since and told 
him about the sort of people we need in connection with the expanded 
Penal Division in New York. After talking with him, he suggested 
I might tell him. He might have some suggestion. Now, I would 
like to be excused. 

(Mr. O’Connell leaves the conference.) ; 

Mr. White: I know you are interested in the San Francisco charter. 
Would you prefer to have a memo giving the highlights and com- 
paring it with Dumbarton Oaks, or would you like to set aside half 
an hour to go over the whole thing so you will know all the important 
details? 

H. M. Jr: I would like to do it verbally. - 

Mr. Luxford: It might be wdrth while to have a whole group in, 
because I think everybody should be familiar with that document, 
and they might as well all be brought up to date at once. 

Mr. White: We can take the group separately—either way. 

H. M. Jr: I will have White at nine-thirty Monday morning, July 1. 

Mr. White: Nine-thirty ? 

H. M. Jr: Ten-thirty. There won’t be anything on the Hill that 
morning, will there? 

i White: I don’t think so. They are having the executive session 
today. 

HM. Jr: We can change it then all right. 

Mr. Bartelt: Mr. Secretary, I had a call from the Postmaster 
General's Office yesterday afternoon saying Mr. Walker was delighted 
with the citation you gave him. 

H. M. Jr: I had a call. You know, it is terribly funny. Walker 

ot up at Cabinet and said he thought it was pretty funny that I, the 
SMEs of the Treasury, never said thank you, and so on, Sra he 
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was sarcastic. I told Dan Bell to fix up one of these citations we have 
on war bonds—a sheepskin with the ‘Treasury seal. I thought it was 
very funny, but Dan didn’t know. I have had it on my desk for three 
days. I couldn't make up my mind. Sometimes these practical jokes 
don’t go so well, but I thought it was very funny and very amusing. 
It was very impressive. And then with the help of Herbert Gaston I 
wrote a very flowery letter—oh, it was terrific. I got a telephone call 
that was the most wonderful and most touching thing. He took it 
seriously, and he is going to have it framed. He wants his grand- 
children to see it and couldn’t wait until his wife got home so he could 
show it to her. And if I had kidded him, I would have made an 
enemy for life. i 

Mr. Gaston: Yes. 

H.M. Jr: And he thought it was the last word. 

Mrs. Klotz: That bears out my point about these practical jokes. 

H. M. Jr: Well, it went all right, but if I had started to kid him, 
I think he would have exploded. 

Mr. D. W. Bell: Originally we thought we would put something 
in the citation facetious, but—— 

Mr. White: It is well you didn’t. 

Mr. D. W. Bell: We didn’t think he would take it very well; Frank 
is very Serious. 

H. M.Jr: Anything else? 

Mr. Bartelt: Mr. Secretary, I would like to suggest for your con- 
sideration the question of whether you might be willing to submit 
to the President the thought that he might want to endorse the Pay 
Roll Savings Plan in the Federal agencies. 

H. M. Jr: Not just now, I don’t think. 

I wrote White a memo and got him to write a letter to that business 
group up in New York, 

Mr. White: We senta telegram. You sent a telegram. 

Mr. Luxford: They have one from Truman. 

H. M. Jr: How did they get the one from Truman? 

Mr. White: We don’t know. 

H. M. Jr: Nobody in the Treasury had anything to do with it? 

Mr. White: I don’t know anything about it. 

H. M. Jr: I would like to do those"things myself. 

Mr. Luxford: I didn’t know about it until I heard about it just day 
before yesterday. e 

Mr. White: 1 don't know whether Feltus had anything to do with it, 
but I will find out. 

H. M. Jr: You will have a memo on your desk. 

Mr. White: They were worried about whether they were going to 
get the Congressmen, and they said, “We have to, because we have a 
telegram from the President and one from the Secretary.” 

Mr. D. W. Bell: Tobey went, clidn’t he? 

Mr. White: They ek got some, but the caucus, the filibuster held 
them up. They expected to get the whole Committee, and they had 
three hundred businessmen. It was going to be Macbeth without 

Machap: Were there so many businessmen there? 

Mr White: There were supposed to be. 

H. M. Jr: He said three hundred. 
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Mr. Luxford: Two or three hundred. 

H. M. Jr: Like the five hundred thousand people I spoke to in Cen- 
tral Park that dwindled to twenty-five hundred. 

Mr. White: Yes. 

(Discussion off the record.) 

Mr. Luxford: 1 would only say this much, Mr. Secretary, that one 
of the reasons that orgunization was created was so that it could be 
detached from the Treasury. It was perfectly appropriate. 

H. M. Jr: Oh, if they did it direct, or if you or White did it, I would 
like to know about it. 

Mr. Luxford: No, we didn’t. 

H. M. Jr: George? 

Mr. Haas: I assume that the way we are dealing with the Bureau 
of Internal Revenue statistical matters is still all right. 

H. M. Jr: I don’t know. Talk about it with Charlie Bell and 
O’Connell. I don’t know how you are dealing, but check up. It is 
good to check up on yourself every twelve years. 

Mr. Haas: I mean this new material. 

H. M. Jr: 1 still say check up every twelve years. 

Mr. Haas: It could get us into trouble; it is a touchy subject. 

H. M. Jr: Check up with Joe. 

Mr. Haas: Yes. 

Mr. Fussell: I have nothing, Mr. Secretary. 

Mr. D. W. Bell: Mr. Secretary, I think Eddy has another problem 
with UNRRA. We have had a request for an accountant to go over 
there and straighten out their accounts, and they want him to go to 
London, too, to their next conference. They always come to us when 
they get in trouble on their accounts. I understand they are in pretty 
bad shape. They want one of our top men, and, apparently, don’t 
want anybody else. i 

Mr. Bartelt: I think Governor Lehman might come to you direct. 

H. M. Jr: Well, you should do it the way White does, get up and 
make a speech about yourself. 

Mr. White: I hope you have more success. 

Mr. Bartelt: You see there has been appropriated about four hun- 
dred and fifty million dollars for UNRRA. The question now is 
whether the Treasury is interested in this problem enough to make 
available one of our best men to put the accounting system in shape, 
They would like to get Mr. Maxwell, who is head of the Bureau of 
Accounts. 

Mr. D. W. Bell: They would like to have him for six months. 

H. M. Jr: I thought they were talking about sending Eddy over. 

Mr. Bartelt: They want Maxwell to straighten out their accounting 
system here and go over to London. 

H. M. Jr: Will you tell me why Governor Lehman has to get the 
Treasury Department to straighten out his accounts after all his 
experience? PaA i AE: 

Mr. Bartelt: They have been trying for six month s 
body, and they have come to us as a last resort, Epeei some 

H. M. Jr: Let Lehman cong to me himself. 

Mr. D. W. Bell: That is the purpose of telli : 
to you. Iam against letting Maxwell go, RE you, he; 11 90m 

H. M. Jr: Don’t let him go. 
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Mr. White: Where is the chap you recommended a few years ago 
who went to China? 

Mr. D. W. Bell: Frese? We have him on a job in Chicago; he 
can't be spared. We are trying to find him a man, but they have set 
their mind on Maxwell. 

H. M. Jr: [have a good man, General Carter. 

Mr. White: He has been promoted to a major general, hasn't he? 

Mr. D. W. Bell: I don’tknow. Has he? 

Mr. White: Yes, he is a major general. 

H. M. Jr: I bet in General Carter’s organization you could find 
half a dozen 

Mr. Bartelt: Haskins and Sells, I think. 

a H. M. Jr: Dll bet there are at least six colonels from Haskins and 
ells. 

Mr. Bartelt: We tried to get one man from General Carter to do 
this job, and he wouldn’t release him. 

H. M. Jr: You name him. Under the arrangements Lehman has 
with General Marshall he can. Isn’t that right? 

Mr. C. S. Bell: Johnson would be a good man. 
Mr. Bartelt: He is the man we recommended several months ago. 
H. M. Jr: They can get any man out of the Army. Whois Johnson? 
Mr. C. S. Bell: He used to be Eddy Bartelt's man. 
Mr. Bartelt: He heads up the New York Dependency Benefit Pay- 
ment Office. 
H. M. Jr: That is well run. 
Mr. D. W. Bell: He is a full colonel now. 
Mr. Bartelt: We went to Carter, and Carter turned it down. 
H. M. Jr: Tell him for me they should go see Stimson. 
Mr. D. W. Bell: Carter would have a stroke if they took Johnson. 
H. M. Jr: I will have a stroke if they take Eddy Bartelt. We are so 
thin on the top here; every time somebody goes it means that somebody 
else has to take on his responsibilities. That is why I am so jocular 
about some of these people going, but underneath I am serious. I want 
to be sure that anybody at this level who goes abroad can do a job. 1 
am being serious. I am for his going, but I don’t want him to go if 
what happened to you at San Francisco papens to him. Itis silly to 
go to these meetings unless they make“use of the valuable people I send, 
and 1 don't want to send valuable people unless they can make a 
contribution. 
Recommend Johnson to whoever is contacting you and tell them that 
if Governor Lehman wants him he should go see Stimson. 
Mr. Bartelt : I think that is a good suggestion. 
H. M. Jr: Are you through, Herbert ? : ' 
Mr. Gaston: Ihave been talking to Harry White about—I think the 
- time has come to send one of our Customs Attaches abroad in antici- 
pation of trade opening up, and I thought we ought to start in with the 
head of the service and put him over in London. Kennedy is the man 
we planned a start ae ee 
: He used to be in Germany. A f i 

a R He was in London ie last thing. I think he was in 

Germany before. He is not the man who was in Germany last; that 


u know. 
"A Oe je: Did May die? 
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Mr. Gaston: It involves some questions of what—yes, May is the 
man that died. He started to work for OSS. He was out there in 
training. It involves some questions about future representation we 
may have along the fiscal monetary line, possibly. Harry and I are 
trying to work out some method by which we can get him over there 
without—— 

Mr. White: without raising the issue. 

Mr. Gaston: Or closing the door against other kinds of representa- 
tion later. ae 

H. M. Jr: Anything you two agree on is all right with me. 

Mr. Gaston: OK. ae P = 

The other thing is, if you don’t have any objection, I would like to 
recommend an increase for Jim Maloney and make him CAF-15; that 
is eight thousand dollars base. He is really the fellow who is running 
the President's protection besides the outside work generally in Secret 
Service. That isall I have. 

H. M. Jr: Harry, if anything goes wrong this morning on the Hill 
pas amendments, please step out and give me a call. 

Mr. White: Oh, yes, we will keep you informed. You are hoping 
then that they will take them up. 

H. M. Jr: Well, I am hoping they are going to vote them down. 

Mr. White: Yes. We will keep you informed right along in any 
case. 

H. M. Jr: If it doesn’t go right, give me a ring, will you, please? 
Mr. White: We will give you a ring either way. 
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9:15 a.m. 


HM Jr: to Bretton Woods. 

Mr. Harry White: As to the—when ? 

HM Jr: When I sent that to you. 

W : I don’t think so, I have—— 

HM Jr: Do you remember whether it was before you went to San 
Francisco. 3 

W : Oh, yes. 

HM Jr: Yeah. It was before? A 

W: It was before. I don’t remember even—but I think I can prob- 
ably think it over and tell about when 

HM Jr: Think it over sometime in the next day or two. I want to 
have another talk with you aboutit. : 

W: Yes. All right, I’ll try to remember and I think maybe I can. 

H.M. Jr: If you can place it before or after San Francisco. 

W : Well that I know now—_ can place it before. 

HM Jr: Before. d 

W: Yes, but I’ll try to remember approximately when it was and 
what the episode was. There was somebody else in the room beside 
myself and yourself, I'll try to remember, 

HM Jr: Could it have been Luxfprdi r 

W : I think it was Luxford and—Luxford anyhow nk ae 
somebody else, but I’ll try to recall the whole AEA dio ti 

HM Jr: Thank you. 

W: Bye. 
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JUNE 29, 1945. 
4:00 p.m. 


CHINa; British Lenp-Least GI PROGRAM IN FRANCE 


Present: 
Mr. D. W. Bell 
Mr. White 
Mr. Friedman 
Mr. Coe 
Mr. Hofman 
Mr. Aarons 
Mrs. Klotz 


Mr. White : There are four problems. 

H. M. Jr: I see one, two, three, four, five, six. 

Mr. White: The other two have solutions. 

H. M. Jr: What are you doing here? 1 thought you weren't here 
this morning. 

Mr. Coe: I wasn’t here this morning. 

H. M. Jr: Are your eyes all right? 

Mr, Coe: No, they are not all right. 

H. M. Jr: But they let you come? 

Mr. Coe: Yes. 

(Discussion off the record.) 

H. M. Jr: This is Bretton Woods? 

Mr. White: No, the first problem is on China. 

H. M. Jr: China? 

Mr. White: It is not important, but urgent. Mr. Finance Minister 
Kung, or President of the Central Bank of China, is returning to 
China tomorrow; that is what he says. He wants to draw from the 
Central Bank's account in the Federal Reserve Bank of New York 
ten million dollars in fifty and one‘hundred dollar bills. He wants to 
take it with him. His announced purpose is to help reduce the 
premium on currency. a 

Mr. Coe: He wants to combat inflation out of that. 

H. M. Jr: Where is Sol Adler? 

Mr. Friedman: On a honeymoon. | 

H. M. Jr: He is either in the hospital or on a honeymoon, every 
place but in the Treasury. er 

Mr. White: You thought it should be the other way around. 

H. M. Jr: He alternates. (Laughter.) | 

Mrs. Klotz: I am not leaving the room, either. ] 

Mr. White: Now he is on a honeymoon. The last I heard from him 


he was in New Hampshire preparatory to going to China. 


Mrs. Klotz: He was pon 
» White: Just a week. whic r 
Bo wit Ir: Dreu go to see him in the hospital? Was he sup- 
his honeymoon ? 
SEA oa No EOS ordered to rest for ee days afterwards. 
Mr. White: Why do you call it a honeymoon 
Mr. Friedman: He never had a real one, so we call this one his 


honeymoon. (Laughter. ) 
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eet. Jr: Four hundred Chinamen can’t be wrong—four hundred 

Mr. White: What we thought was we could stop him on pr 
thin grounds. We could tell him that we don’t like to see cad 
money near the Japanese, but it would be retty thin, so what I 
thought we might do is this, rather than do that. One of our objec- 
tions to large sums of dollars going there in the past was that we 
didn’t want the Army trading im dollars over there, and we asked 
them to do this. ; 

H. Mag r x Mr. Maila may I interrupt you? I wouldn't think of 
giving him ten million dollars in currency to take out of . 

Mr. White: You wouldn't? y Pale 

H. M. Jr: Not for one minute. 

Mr. White: What grounds do you have? 

H. M. Jr: I wouldn't let anybody take ten million dollars out of 
the United States. 

Mr. White: Mr. Secretary, 1 think 1 would like to say that 1 don't 
agree with you about Clayton or Acheson on British needs—they 
may need it. If so, it will become apparent a year or two or maybe 
three from now. 

H.M.Jr: Iam going to talk to Clayton. 

Mr. White: But I hope you re-examine the situation before we 
agree they need three billion dollars. 

H. M. Jr: We can’t do that now. Let me talk to Clayton. You 
were here. Didn’t we have a good talk? 

Mr. Coe: Very good. ; 

H. M. Jr: Did you have a chance to tell him? 

Mr. Coe: I told Harry that. e è 

Mr. White: I don’t know if it is a good plan to give him this over- 
all picture. : e , 

H. M. Jr: We are not going to give it to him. I said we werent 
ready to. 

Mr. White: That's what Taft asked for. 

H. M. Jr: Didn’t I say we weren't ready ? q a 

Mr. White: I am giving him the picture of the British position 
and what they will need, and I think it would be a mistake to assume 
that the British need that. 

H. M. Jr: I didn’t say that. è sf = oe 

Mr. White: That’s the impression I think both Clayton and Acne- 
son gave him, and I think you will agree with me after we have gone 
all through the situation. I think they are wrong. I wouldn’t take 
it that you necessarily agree with them. |, YA 

H. M. Jr: I have never taken the position they need three billion 
dollars. : Py A 

Mr. White: You haven't yet, but I got a little of the impression 
Clayton told you that. 

H. M. Jr: No, he didn’t say that. 

Mr. Coe: I thought Clayton did say, Mr. Secretary, if you will 
excuse me, that the Department had just about decided or was just 
about in agreement that probably two and one-half to three billion 
was needed for the British, and that they weren’t in agreement that it 
should be a grant, so it should be a loan. 

H. M. Jr: What he said was this: That he figured they might need 
a loan. He said that they could get it, they might need a loan, and if 
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foreign payments did meet the amount of money necessary to service 
their loan, then—well, it was the most silly proposal, and I made no 
comment on it whatsoever. That, he did do. 

Mr. Coe: Yes, that was my understanding. 

H.M. Jr: But I heard what he said, that he and Radcliffe are work- 
ing on Walter George. 

Mr, White: It is because I knew it was troubling him, that after he 
talked to Williams and he spoke to me, that I asked him to ask the ques- 
tion. I told him about half way through this morning when there 
was time, because they took a lot of time with other things. But what 
I wanted to end up with, and what I think is correct, and I told Brand 
that’s the way it would end up, I wanted it to end up that they can not 
tell what Britain’s needs are now. Until the end of the Japanese war 
we couldn’t possibly know, and after that they would have to see what 
trade pattern emerged. They might need three billion, maybe one, 
maybe nothing, and there was no way of knowing now. If Clayton 
goes up there, and Acheson goes up there and tells them, as I am pretty 
sure they well might, certainly Acheson, and tells them, sure, they will 
repeat what the British say that they will have to have the three 
billion. I think the Treasury ought to disassociate itself from the 
position, and I think if you talk to Clayton I think he ought to be 

encouraged, if not instructed to say it is too early to say what the 
British need. 

He doesn’t know any more than we do. In fact he knows less about 
some things, and we certainly would want to talk it over before any 
such conclusion was reached. Because Fulbright has the notion if 
they need this three billion dollars, why not give it to them along with 
this, and make this thing work. 

That’s the point that Williams made, and it is incorrect. 

H. M. Jr: Don’t you think it was good to tell him about Winthrop 
Aldrich ? 

Mr. White: That’s fine. The only thing I am troubled about is Will 
Clayton and Acheson going up there. 

H. M. Jr: I will take care of that. 

Mr. White: If you can take care of that, then, for example, the 
Indian told me last night—the Irftian representative who has just 
come from several weeks’ negotiations in England trying to see how 
much they can pry loose from the British on this five billion dollar 
sterling debt which they had—he said the most they will ever give 
them is twenty million dollars a year. He was much upset. They get 
five billion and he said they won’t even listen to him, 

Another thing, we give them three billion now. The reason they 
don’t want to undertake any negotiations now isn’t because they know 
if they get three billion from us they will be in a much poorer bargain- 
ing position with Egypt and India and Australia and they will have 
to share some because of the sterling balance, and they have no inten- 

i ing it. 5 : 
opr Sa Tae I have it here. Let's goon with the next thing. 
i e i ou this additional information because 

Mr. White: I want to give you ) : 

` talk to Clayton you will give a reason for postponing the 

E y The y are now in the process for making adjustments on all 
aad sterling balances. The second problem 
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Mr. Coe: Pardon me. Have we finished the first one on China? 
What is our reason for telling Kung no? 

H. M. Jr: 1 wouldn't think of letting ten million dollars worth 
of fifty and one hundred dollar bills go out of the country. It's 
crazy. Iam not goingtodoit. That'sall. 

_ Oh, yes. Mrs. Klotz wanted me to know—for some reason I am 
invited to go to Pittsburgh any time during the year. She asked, 
“What shall I tell them?” “Tell them I don’t like Pittsburgh !” 

Mrs. Klotz: Itisn’t funny now. (Laughter.) 

H. M. Jr: Anyway—— 

Mr. White: Well, then, what reasons would you give? You have 
got to have a good reason if you are going to turn it down. 

H. M. Jr: I don’t have to give him a good reason. I don’t want 
todoit. I don't want to see him. 

Mr. White: It's his money, the Central Bank's money. There are 
no restrictions on their taking it out. 

H. M. Jr: United States currency. 

Mr. White: There is no embargo on the export of currency ex- 
cept to blocked countries. Whatisthe legal reason ? 

i me Aarons: Very clearly we can stop them under the freezing 
order. 

Mr. Bell: Don’t you have to reverse your decision ? 

Mr. Aarons: No. 

Mr. Hoffman: No, sir. 

H. M. Jr: Pardon me, but I am sorry. Chiang Kai-shek, after all 
we have done, comes out with the statement, “Why doesn’t America 
give us some economic help ?” 

Mr. Hoffman: I was going to say we can stop them under the 
freezing order, but I imagine in this case we don’t want to tell them 
to stop Dr. Kung. ‘ 

Mr. Coe: Tell the Federal Reserve Bank not to let him withdraw. 
We are in agreement. 

H. M. Jr: I wouldn’t let the Bank of England tomorrow take out 
ten million dollars. What about fifty or one hundred million 

Mr. White: Mr. Secretary, you say the Bank of England, but I 
don’t think you have any authority unless there is some new regula- 
tion or some new law. It isn’t the Bank of England, it happens to 
be China, and they are invaded. : 

H. M. Jr: Buzz, can you give me something? 

Mr. Aarons: I wouldn’t say we couldn’t stop the Bank of England, 
but we would have to invoke the very extraordinary powers we have 
under the first War Powers Act. We can stop currency going to any 
foreign country if we want to, and 1 doubt if we can stop it going to 
China without invoking our extraordinary powers we have never used 
before. 

H. M. Jr: Look, it's a known fact that you can mail a letter in 
Chungking to Shanghai and have it delivered. Is that right, Hoff- 
man? 

Mr. Hoffman: Yes, sir, that's a very serious risk, 

H. M. Jr: You take ten million dollars over there and it all gets in 
the hands of the Japanese. 

Mr. White: That's true of gold, too. 

H. M. Jr: On this, I havent given my word. On the other I did. 
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Mr. Friedman: Mr. Secretary, the Chinese are pointing out it is 
only by their sufferance that we are permitting American soldiers to 
get paid in United States currency and operate in the black market, 
and I think Dr. Kung and the others have intimated, if we are pre- 
pared to let them—to sell currency in the black market, they are not 
prepared to let American soldiers do the same thing. 

H. M. Jr: I am not going to say the American soldiers could or 
could not operate in the black market. 

Mr. White: No. 

H. M. Jr: Lam not going to doit. All you smart boys find a reason 
to justify that 1 don't like it. 

Mr. White: We will find a reason. 

Mr. Bell: Is he going to take it with him? 

Mr. White: Yes. 
ls Ma Bell: Does he have authority to draw on the Federal Reserve 

ank? 

Mr. White: Yes the Federal Reserve Bank says it will honor his 
request. 

Mr. Coe: He had Mr. Hsi Te-mou with him. 

H. M. Jr: This ten million dollars would never leave this country. 
It would go right into his lock box. 

Mr. White: Could be. I wouldn't give two bits for the honesty 
of it. 

H. M. Jr: It would go into his deposit box. 

Mr. Coe: It's also the exact denomination. 

Mr. Hoffman: 1 feel you are exactly right, Mr. Secretary. 

H.M. Jr: Promote Hoffman, he agrees with the boss. (Laughter.) 
Mrs. Klotz: There is a record made of that. 

Mr. White: It's a one-way street. 

H. M. Jr: I just do it the American way. 

Mr. White: Okay. 

Now, the second matter is the French currency nuisance. It sim- 
mers down to just this—— 

H. M. Jr: Is this Bretton Woods? 

Mr. White: No. I will be very glad to retire and let them dig it 
up. We have to move very fast. The French negotiations with the 
Army have gone so far & ; 

H. M. Jr: I can come up again for a few minutes, I have to stay 
here for this darn reception—these people coming and going—at five- 
thirty, Honorable Thomas C. Clark. 

Mr. White: Well, the negotiations have gone to the point where 
they are going to give the soldiers eight hundred and fifty francs, 
every American soldier that comes in, but he is to be required at this 
point to sign a receipt saying on the receipt that this is a gift of the 
French Government. The position we have been taking, as far as the 
United States is concerned, is it is an adjustment and I have been 
troubled and kind of opposed to the soldiers signing a receipt that 
they are getting a gift from the French Government. 

Dan feels kind of badly about it. On the other hand we might stop 

the thing. We have two choices. Shall we pass the buck to the Army, 
and if they say it is all right with them, do you say it is all right 


pu a Jr: I am opposed to it. Where do you (Hoffman) stand? 


(Laughter.) 
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Mr. White: It’s four-thirty. Come on. (Laughter.) 

Mrs. Klotz: Four-thirty. You have to stop. The whistle blew. 

H. M. Jr: I will be up again. I will come up again. I promised 
Mrs. Bell I would go down, but I will be up in a few minutes. Will 
she want me down there for a long time? 

Mr. Bell: For quite a while, maybe thirty minutes, anyhow. 


(Book 861, pp. 46-58) 


JULY 2,1945. 
3:00 p.m. 
CONFERENCE Wrra Docror Kune 
Present: 
Mr. D. W. Bell 
Mr. White 
Doctor Kung 


Mr. Hsi Te-mou 

Mr. Friedman 

Mr. Aarons 

Mr. Hoffman 

Mr. Coe 

Miss Joan Morgenthau 
Mrs. Klotz 


H. M. Jr: We have a lot of experts today. We need a lot of ex- 
perts when you come. ‘ 

I thought you were going to China. _ 

Dr. Kung: Well, I was leaving this afternoon, but because you 
wanted to see me this afternoon I have got to wait. I was leaving 
tomorrow morning. In fact, I was going to leave tomorrow morn- 
ing for China from New York, but I came here to see the President. 
I saw him this morning, and I hed a chat with Mr. Harry Hopkins. 
I had hoped I could meet with you this morning so I could go back 
this afternoon to New York and catch the plane tomorrow morning. 

H. M. Jr: Can’t you gonow? ; 

Dr. Kung: Well, you see, I had promised the hospital I would be 
there for a checkup at five o’cloclj this afternoon in New York. Be- 
cause of this I made a request to hold the plane until Wednesday 
morning. I was leaving tomorrow afternoon. 

H. M. Jr: You have a special plane? 

Dr. Kung: Yes. q , 

H. M. Jr: Well, you only, A me know this morning about ten or 

even o’clock that you wanted to see me. 
> Dr. RA Oh, Saal I talked with Doctor White Saturday. 

H. M. Jr: I only got the request this morning somewhere around 
ten o’clock. oF 

Dr. Kung: Anyway, I have the plane waiting to take the note 
back with me. a a 

H. M. Jr: What was it, ten or eleven o’clock? 

Mr. White: That is when I informed you, yes. 

H. M. Jr: What do you want to do with all this money ? 

Dr. Kung: Well, I will show you. 

H. M. Jr: I cant read Chinese. 
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Dr. Kung: This is English, not Chinese, notes two thousand four 
hundred dated July 2. 

Well, I talked with the President. He was greatly concerned and 
said something must be done. 

Mr. White: That is the price, two thousand four hundred. 

Dr. Kung: I suppose you saw what the Generalissimo said. It 
was published in your papers. That is one of the reasons he is so 
anxious—he wanted me to get home. If we cannot hold this—if this 
snaps, then the Chinese effort of war will be entirely gone. This is 
so serious, and, really, I don’t know how to emphasize it. That is 
why I spoke to you some time ago about this black market. If it goes 
on like this and if our people lose confidence, the bank will go to 
pieces, and then the Chinese effort will be gone. We will just not 
issue any more. Your Army needs for the past month have been 
something like thirty billion. 

Mr. White: Thirty billion for a month? 

Dr. Kung: Yes, and now your Navy has recently—you made a re- 
quest for the Navy for three billion dollars to be given to this coun- 
try, and we are printing notes in this country with two or three firms, 
We are reprinting notes in Canada and England, and we are printing 
notes in India and China. We cannot go on like this. Very soon if 
China collapses economically a note becomes a scrap of paper, nobody 
wants it, and it weakens the continuance of the war. It is very serious. 

I called President Truman this morning and had a very nice talk 
with him. I told him the situation. 

H. M. Jr: The President? 

Dr. Kung: President Truman, yes, and I told him the situation. He 
said emphatically, “Yes, we must do something. This can’t go on 
like this.” 

H. M. Jr: What did President Truman suggest doing ? 

Dr. Kung: I told him I was going to see you, I was going to ask you 
to give me notes to take back. 

e said, “I am sure Mr. Morgenthau will do whatever is possible.” 
He said, “He has my blessing, and you have my sympathy.” 

H. M. Jr: You have? 

Dr. Kung: Yes. He said he was willing to do everything possible to 
strengthen the common effort. : f 

Mr. White: I am sorry, I didn’t understand what Truman said. 
Who has his blessing ? ; 

Dr. Kung: He said, “He has my blessing.” 

Mr. White: Secretary Morgenthau would do whatever he could and 
Secretary Morgenthau has his blessing. f i 

H.M.Jr:I T he said Doctor Kung has his blessing. 

Dr. Kung: He said I have his sympathy. i 

Mr. White: He gave his sympathy to him and to you he gave his 
blessing. : 

H. M. Jr: Out of that we ought to get a little money, anyway. 

Dr. Kung : Well, this is a question you say for the time, and when the 
gold arrives—the gold is shipped—it just meets this commitment made 
some time ago. They say they stopped selling the gold. 

Mr. Coe: Why did they do that? 

j : had no gold to sell. 
Dr. Kung: They Shey had more than we had 
Mr. Coe: We understood they hid more than we had. 
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Dr. Kung: One shipment arrived there, just enough to meet the 
commitment. 'They don't want to start to sell this until they get 
enough gold, so they propose to begin again to sell it in August. 

a White: Was that a public announcement to stop the selling of 
gold? 

Dr. Kung: Yes. 

Mr. White: That is one of the reasons for the premium, you stopped 
selling for cash. p 

Mr. Te-mou : Selling for cash stopped long ago. 

Maks White: You stopped selling after you made the public announce- 
ment f 

Mr. Te-mou: Yes. 

Mr. White: That is one reason why it shot up. 

Mr. Te-mou: That is one of the chief reasons. 

Mr, White: It is funny you sold forward when you didn’t have any. 
roy when you are going to get two hundred million you stop selling 
gold. 

Mr. Te-mou: We don’t know why they stopped. 

( Discussion off the record.) 

H. M. Jr: Excuse me. I just wanted a little information in your 
interest. 

Dr. Kung: Well, now, Mr. Secretary, and gentlemen, you have been 
very helpful. You have joined us as partners in this common fight 
against our common enemy, and we appreciate what America has 
given us by way of lend-lease and so on. But now we have come to a 
point to hold the economic line. It is important, not only for the 
future of China, but for the present war. So far I am fortunate. 
Last year I was responsible for this part of the work as Governor of 
the Central Bank, and I had to provide the Government with the funds 
to carry on the war. It was a privilege that I was able to help the 
American Army. A year ago March we decided we would have 
Dutch trade and you would look after your expenditures in China and 
we would look after ours. But before you could do anything the 
Chinese came to advance anything from the Treasury for your need, 
and I took the responsibility, not only to'advance the need to your 
Army for your work there, but I also took the responsibility to feed 
your Army there. I tried to bejust as cooperative as I could. And 
Mr. Bell can tell you that when you need money—before I read your 
letter—just by telephone—if it was two billion or three billion—and 
I always try to do what I can to meet your needs. I appreciate the 
cooperation you have given me, Mr. Secretary, and now we are going 
to finish the war very soon, and we want to win the war in order to 
save more lives. Therefore, this is the time, and it is very important 
that something be done to strengthen the war effort. 

I am not asking for a loan; I am not asking for anything; I am just 
asking to take some of the money that belongs to the Government back 
to China in order to create the confidence to stop this black market 
speculation. When American dollars go up, when the price of gold 
goes up, it works a hardship on the Army and the general popula- 
tion. If once the people lose confidence in our currency, then every- 
thing is gone, and I cannot lay enough strong emphasis om this point. 

I am leaving, and you saw what President Chiang Kai-shek said 
the other day which was wired to this country and published in the 
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papers. I think he feels greatly concerned. If it weren’t so critical, 
I would not have to take this journey which was against my doctor's 
advice. 

H. M. Jr: I read what the American newspapers said on what the 
Generalissimo said. You would think we hadn’t done anything for 
China. 

Dr. Kung: No. I don’t say that, but he didn’t say you hadn’t done 
anything tor China, but he said that the economic assistance is not 
enough to meet the crisis. That is what he meant. 

H. M. Jr: I was quite surprised at his statement. 

Dr. Kung: I will try to make that right when I go back. You 
know your newspapermen always put something in or take something 
out. Sometimes you get a statement which is not quite correct.* 1 
don’t know whether the Generalissimo knows the trouble that I went 
to to get that forty-five million yards of cotton cloth. 

Dr. Kung: I wired him. I told him. I said that I had seen Mr. 
Morgenthau and Mr. Morgenthau told me he never worked so hard 
as he did with this cloth in his life. I said that this is out of his line 
and that he did it simply to help China. 

H. M. Jr: That's right. 

Dr. Kung: I said that. 

H. M. Jr: I don’t think anybody else in town other than the Presi- 
dent could have got it for you. 

Dr. Kung: That’s it. I quite believe that, and I wired that, and 


eek him write you a letter to confirm what I told you when I get 
ack. 


H.M. Jr: Your word is good. 

Dr. Kung: Thank you. 

H. M. Jr: Well, do I understand, Dr. Kung, from conversations 
you have had with my people that it is agreeable to you that we give 
you something like our yellow seal money # 

Dr. Kung: Allright. Sure. 

H. M. Jr: What? 

Dr. Kung: All right. You give me that. PU take that. I don't 
care, 

H. M. Jr: Because it will take a little time to get that together. 

Dr. Kung: Well, give me what yóu can so 1 can carry it with me 
and then gather up the rest and send it by the next plane. 

Mr. White: That is the only currency we permit outside the coun- 
try. That is what we gave our soldiers rather than the blue seal. 

Dr. Kung: T'I take that. Yellow is gold you know. 

H.M. Jr: Icall it the gold seal currency. 

Mr. White: It is better than the blue seal because the blue seal is 
questionable, of doubtful validity, whereas the gold seal we know 

is good. 
iL M. Jr: I think I have some here. 
Mr. White: Have you got one? 
>: [think so, yes. d r > 
EE ahve: "There io little in circulation the soldiers are bringing 
back. I came across one. I don't know whether you have seen it. 
Mr. Bell: I have seen them here in town. It is rare if you ever 


see one. 


—_—— 


to be a remark by, Mr. Morgenthau. 
ntence appears 
*The following 8° 
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H. M. Jr: Here is this, just as a token. (Secretary signs a one dol- 
lar bill in gold seal currency.) 

Mr. White: A short-snorter. 

Mr. D. W. Bell: You are starting something. 

Dr. Kung: I retain your courtesy. Ill send you a Chinese note, too. 

Mr. White: I’ve got one. How much is that worth? Can you fig- 
ure it out? 

( Discussion off the record.) 

H. M. Jr: From Henry for my friend H.H. (Secretary hands Dr. 
Kung the autographed dollar bill. 

Dr. Kung: Good, good. Thank you, thank you very much. 

H. M. Jr: That is a token. Remember the other day you said you 
would settle for a dollar a year? 

Dr. Kung: Allright. (Laughter) 

H.M. Jr: You said you would take a dollar, remember? 

Dr. Kung: That's right. Your memory is very long. I'll sign 
this. (Dr. Kung autographs Chinese note for Dr. White.) All right. 
You go ahead. 

H. M. Jr: I tell you what we'll try to do, Dr. Kung. Do you sup- 
pose, Dan, maybe 1f they work through the night they might get a 
million dollars of this gold seal ready ? 

Mr. D. W. Bell: I should think we might. We might have to get 
a little pressure on the transportation facilities to get 1t to New York, 
but we'll get some space in an express car and send it up under Secret 
Service guard late tonight or early tomorrow morning. 

H. M. Jr: And the others will follow. y 

Dr. Kung: I will hold my plane until Wednesday morning and 
get more. 

H. M. Jr: I don’t think we can pack it that fast. 

Dr. Kung: That is good for one dollar in gold after the war. 

Mr. White: Two thousandths of one cent without your name on 
it, but with your name on it—— 

H. M. Jr: Dr. Kung, within a week we can send the balance. 

Dr. Kung: Yes. ‘ 

H. M. Jr: But I mean we will make a special effort so you will 
have something to take home with you. À 

Dr. Kung: Al right, Mr. Secretary. I appreciate that very much. 

H. M. Jr: A million dollars. 

Mr. White: Maybe you can even ship some from New York that 
you have. It may be a little shorter. 

D. W. Bell: That is packed and has coins in it. It is boxed. He 
doesn’t want coins. 

H. M. Jr: I think we can ship this. We will try. How do you 
leave—by Air Transport from LaGuardia Field? 

Dr. Kung: Yes. i 
ait: M. Jr: We will deliver it to the Bank of China branch in New 

ork. 

Mr. D. W. Bell: We ought to make arrangements for somebody 
to pick it up right at the station when the train gets into New York 
and take it. 

Dr. Kung: You can trust your Federal Reserve Bank to do that 
and get in touch with us. f 

H. M. Jr: Can you stay behind now? (To Mr. Hsi Te-mou.) 
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Dr. Kung: He is going to stay here. 

H. M. Jr: Can he stay here when you leave? 

Mr. Te-mou: Yes. 

H. M. Jr: Could you send it to New York? 

I mean, when you leave now is he going with you to New York? 

Mr. Te-mou: Yes. I was going on the four o'clock, 

Dr. Kung: Well, yes. 

Mr. Te-mou: Should I stay here? 

Dr. Kung: If you are needed, all right, stay. 

H. M. Jr: Somebody better stay. 

Mr. White: Have you somebody here? 

Dr. Kung: Have Mr. Chi, too, stay. 

Mr. Te-mou: He is sick. It is reaction from an inoculation, Mr. 
Secretary. I stay if your Excellency permits me. 

Dr. Kung: All right. 

Mr. Te-mou: I stay. 

Mr. White: You know they are smaller denominations. They don’t 
come in larger denominations, Dr. Soong. 

Dr. Kung: My name is not Soong. 

Mr. White: Dr. Kung I should say. s 

H. M. Jr: They are made up in five and ten dollar bills. That is 
much better anyway. 

Dr. Kung: Well, higher denomination effects higher price. They 
are funny in China. One hundred dollars they have a price, fifty, and 
another price. 

Mr. D. W. Bell: These have wider distribution. 

Mr. White: The large denominations come only from the banks, 
chiefly from the banks. There is no inflation anyhow. 

H. M. Jr: We can give you the fives and tens. Is that right? 

Mr. D. W. Bell: We have that in the fives and tens, and ones. 

Dr. Kung: No twenties or fifties? 

Mr. D. W. Bell: No twenties, twenty-fives or fifties in the yellow 
seal currency. 

Mr. White: They were prepared for soldiers’ pay. 

Dr. Kung: Don’t give ones, just fives and tens. J 

H. M. Jr: One way or the other, You stay behind and we will 
sar it out. If you are catching’ the four o’clock, maybe you 

etter —— 


Dr. Kung: I am going by plane from here to New York. Mr. Hsi 
can stay. 
H. M. Jr: He can stay and work that out? Because it is difficult. 
Dr. Kung: If you need help, get some people from the Embassy. 
H. M. Jr: What I am doing is very difficult. 
Dr. Kung: I appreciate that, Mr. Secretary. 4 
H. M. Jr: And we will have to work through the night. We will 
get you together a million dollars. i 
Dr. Kung: Thank you. Then you can give me the nine million by 
the next plane. 
H.M. Jr: Within a week. Now, we have let you have thirty million 
dollars worth of gold in May and June, over thirty million dollars. 
Mr. White: You mean the shipping. t 
Mr. Coe: Thirty million dollars should have got there according 
to our figures. Thirty million should have got there, and why, in 
view of that, they nee to suspend gold sales 1 don't see. 


— o m 
A o 
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Mr. White: They have over sixty million forward transactions. I 
don’t understand the reason, but thirty doesn’t meet sixty. 

Dr. Kung: There was no cash. While there was no cash sale, 
and then in order to get their Chinese notes back, they sold forward. 
We had forward sales, and what was supposed to be delivered in 
March couldn’t be met. The people who bought say cash bars in hand 
speculated in the cash market, and anybody who had a cash bar 
could fetch a big price. Now, the government, because of the com- 
mitment of forward sales, has postponed delivery for some time. 
What they have on hand is just enough to meet the forward sales 
made some time ago, and they hope by August, when that is cleared, 
we will have enough gold on hand we can then and there start sale 
again. Because of that—well, there are other reasons, too, and 
speculators just begin to speculate. They havethe market. They run 
away with it. The only thing is you have something to curb them, 
you see? You can stop it. Otherwise—— 

H. M. Jr: Well, that is your problem. We are doing the best we 
can at our rate. 

Dr. Kung: Yes. Thank you. 

H. M. Jr: And I just want to say I am sorry I was all booked up 
this morning, but another twenty-four hours of American air may do 
you some good. 

Dr. Kung: Thank you. I appreciate that. 

H. M. Jr: If you would have gone tomorrow, 1 couldn't have let 
you have one million dollars, and, see, this way I can. 

Dr. Kung: Yes. Well, thank you very much, Mr. Secretary. I 
will make that right when I go home. I will get the Generalissimo 
to write you a letter. À 

H. M. Jr: That is not necessary. We sent you the stenographic 
notes. 

Dr. Kung: I got them this morning. 


(Book 861, pp. 93-95) 
JULY 2, 1945. 

Drar Dr. Kune: I am informed that you are leaving this country 
in the next few days. I am looking forward to your return to this 
country, when we will have the opportunity to meet again. I am 
sure that in China, as in the United States, you will do all possible 
to serve the best interests of your country in its war against Japan 
and in the establishment of a strong, united and democratic China. 

It would be appreciated if you would convey my best regards to 
President Chiang Kai-shek and assure him that, as in the past, my 
Department stands firm in its support of China’s war of resistance 
and that we will continue to take pride in our reputation as friends 
of China. : 

I am enclosing, as you requested, copies of stenographic reports 
of conferences in my office which you attended since the Bretton 
Woods discussions. Needless to say, these stenographic reports are 
to be treated as most secret. I am also attaching the figures on 
Chinese holdings in the United States which you requested, 

With best wishes for a pleasant trip home. $ 


Sincerely yours, 3 
(Signed) H. MorcENTHAD, Jr. 
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Honorable H. H. Kune, 
Room 4201, Waldorf-Astoria Hotel, 
New York, New York. 


ISF/efs 6/30/45 


Following stenographic records attached: Oct. 6, 1944, 12:00; 
Oct. 6, 1944, 3:30 p.m.; Nov. 25, 1944, 11:15 a.m.; Jan. 26, 1945, 
3:05 p.m.; June 22, 1945, 2:30 p.m. 


Value of U.S. assets owned by private persons in China by detailed property 
types as of June 14, 1941 


fIn millions of dollars] 


Property Types: 

Demanda eposits AAA A ee 87.1 
Wine DEE Slee A 4.1 
91.2 

Domestic Securities : 
National Government Obligations_______-___-__---_----_----_------ 8.9 
Dinar Covent. ee 4 
CORTOS LER On] Sanne E SS LL se Ba = 5.5 
Gommon Tod eee ee STE nooo ooo 27.6 
arras iO a L C L aaa aa 5.2 
Diver Ear. A .1 
47.7 
Interests in Controlled Enterprises *_..___________.---_-_-_---.--------- 13.3 

Miscellaneous Assets: 
Roni Sinica we So ee = .4 
RCNE state pMortrages Po a EA E ono .3 
JOSIE ee A aana T2 
TES S E E A AAA A 1.3 
Insurance Policies € Annuities..._.___________--__----_------------- 5.1 
Sons € MO. AAA 5.8 
Tias E AA AA 10. 4 
Dona E Dl A 13.1 
36.6 
on eal DLODeRCVMLY CS APRA wee ee nooo 188. 8 


For statistical purposes only, control was determined on the basis of the ownership of 
25 percent or more of the voting stock of corporations, and analogous interests in partner- 
ship and other organizations. 


r 
“ 


Value of U.S. assets owned by persons in Ohina by detailed property types 
as of June 14, 1941 


[In millions of dollars] 
Property Types 


Bullion, Currency and Deposits : Total 
TETN D aaa a ee EE AAA AAA 19.4 
OPIO coco eee A A A (0) 
Demani) Dar. coses ros A AAA 215.1 
Time Dra cocos A A 4.1 

TOEI aenn A 238. 6 

Domestic Securities : 

National Government___-___-___-_-_--------~~--------_---.--__-.-- 11,2 
Other Government-------------~--------------------==------—------ 4 
Corporate JEON coc osos ee 5.9 
Common SAR no oc ee ee oso A 30.2 
Preferred Stocks--.-----~-___________________-____--~-_-___-__-.-- 5.5 
Other SecuritieS------======>= no ooo .5 

53.7 


MORGENTHAU DIARY 1691 


Interests in Controlled Enterprises : ? 


Branches m 2-2 o a de A E ON 2.4 
Corporations--2- 2-2 2222 a a a O O 14.3 
¡Total2-=--2 PER a ee ee T 16.7 


Miscellaneous Assets: 
Real Estate! LARA E O E E A A 


Estates PATO AA A AM AE A 


@hecks ‘and Acceptances. E o A A 
Mebts*andseClaims. See. RA A A re, ee 


otal AlltProperty Lypes2- o oon seen eee eee ee 


NoTE.—The figures are rounded and will not necessarily add to the totals. 


1 Less than $50,000. 
2 For statistical purposes only, control was determined on the basis of the ownership of 


25 percent or more of the voting stock of corporations, and analogous interests in partner- 
ship and other organizations. 
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y pe Juny 3, 1945. 


5:57 p.m. 


HM Jr: There's going to be a million dollars, gold (seal) currency 
for Dr. Kung today up there at 4 o’clock. Now this thing we've done 
for Dr. Kung under my new instructions. Have we let the State 
Department know ? 

Mr. Frank Coe: I talked to Collado. 


HM Jr: Good. 3 
C: last night. Incidentally, he said that he thought that their 


political people would be a little disturbed. That they would rather 
not of had him get him. He said he would tell John Carter Vincent 
about it. He promised to ring me if they had any objection. I 
pointed out that the way you had done it there was a week’s lapse 
on the other 9 million, so that if they had any misgivings they could 
getin touch with us. 9 Ni 

HM Jr: Well, I gave Soong my word on the other 9 million. 

C: Well, I don’t 

HM Jr: You did let Collado know. 

C: Ilethim know. 

HM Jr: Fair enough. 

C: OK. 

HM Jr: And the first million is up there at four o'clock, so you go. 

C: (We will go all right.) 1 think we telephone up there and tell 
them, and also telephone State. 

HM Jr: What do the political boys over * * * what do they want 
us to do? 
C: Well, you see I don't think they are together on their policy, 
Just as they are on that other Chinese gold thing. I think the (Chinese 
division there is varied) on all these people in the regime, but on the 
high level they are not. E 

HM Jr: Well, I must(n’t worry). 


NOTE.— Words in parentheses above are in handwriti ear t 
o 
have been a fill-in, possibly because of poor telephone Al A aay original and app 
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C: OK., thank you. 
HM Jr: Thank you. 


(Book 863, pp. 211-214) 


JuLy 12, 1945. 


My Dear Mr. Secretary: I am enclosing for your information a 
copy of a letter which I am sending to the Secretary of War regard- 
ing a settlement which we have reached with China on U.S. Army ex- 
penditures in China during the last quarter of 1944. 

Sincerely yours, 
(Signed) H. Morcenruatg, Jr. 


The Honorable, the SECRETARY or STATE. 
ISF /efs 7/5/45 


My Dear Mr. Secretary: I am pleased to inform you that we have 
reached an agreement with Dr. Kung in respect to the settlement of 
U.S. Army obligations in China for the fourth quarter of 1944. Iam 
attaching a copy of my letter to Dr. Kung of June 27, 1945 which sets 
forth the terms of our agreement, together with a copy of his reply 
thereto. 

I would like to take this occasion to express my appreciation for 
the assistance we received from General Richards and the members 
of his staff throughout these negotiations with the Chinese. The co- 
operation and support which we received from General Richards con- 
siderably facilitated these difficult negotiations. 

We have already taken the preliminary steps to begin the negotia- 
tions for a settlement for U.S. Army obligations in China for the 
first quarter of 1945. 

Sincerely yours, 


The Honorable, the Secretary or War. 


ISF/efs 7/5/45 
27 June 1945. 


Dear Dr. Kune: I am informing “he War Department that we have 
successfully terminated the negotiations with respect to U.S. Army 
yuan obligations in China for the last quarter of 1944. The terms 
of the settlement of these negotiations as agreed upon at our confer- 
ence on last Friday afternoon, June 22, are as follows: 

1. The War Department shall transfer to the account of the Na- 
tional Government of China or the account of such agency of the Na- 
tional Government of China as the National Government of China 
designates a sum of forty-five million U.S. dollars (US$45 million) 
in settlement for all U.S. Army obligations in China for the period 
October 1, 1944 to December 31, 1944 amounting to the sum of eight 
billion forty-two million eight hundred ten thousand five hundred 
sixty-three Chinese National dollars (CN$8,042,810,563). 

2. This settlement does not include any yuan expended by the Gov- 
ernment of the Republic of China for board and lodging of American 

armed forces 10 China. Such sums will be credited to the National 
Government of China as reciprocal aid under Article VI of the Mutual 
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Aid Agreement of June 2, 1942 at the request of the National Gov- 
ernment of China. 

3. It is understood that counterclaims may be made by the U.S. 
Treasury for reimbursement in U.S. dollars for expenditures by the 
U. S. Army on behalf of China for which deductions were not made 
at the time of settlement. Reimbursements for such counterclaims 
will be made by China at rates corresponding to the rates of settle- 
ment covering the periods of time during which the expenditures were 
actually made. 

I am pleased to express to you at this time my appreciation for the 
fine spirit of cooperation you have always shown in your relations with 
the Treasury. I am sure that you will continue to do all possible to 
strengthen the bonds of friendship between our two countries. 

Sincerely yours, 
(Signed) Henry MORGENTHAU, Jr. 


Honorable H. H. Kuna, 
Room 4201, 
Waldorf-Astoria Hotel, 
New York, New York. 


(Book 863, pp. 215, 216) 
EXECUTIVE YUAN 


NATIONAL GOVERNMENT OF CHINA 


JUNE 28, 1945. 
Honorable Henry Morcentuav, JT., 
Secretary of the Treasury, 
Washington, D.C. 

Dear Mr. Secretary: I am in receipt of your letter of June 27, 
1945 in which you stated that you were informing the War Depart- 
ment of the successful termination of the negotiations with respect 
to U.S. Army yuan obligations in China for the last quarter of 1944. 
The terms of the settlement of those negotiations as agreed upon at 
our conference on last Friday afternoon, June 22, are as follows: 

“1, The War Department shall transfer to the account of the Na- 
tional Government of China or the account of such agency of the 
National Government of China as the National Government of China 
designates a sum of forty-five million U.S. dollars (US$45 million) 
in settlement for all U.S. Army obligations in China for the period 
October 1, 1944 to December 31, 1944 amounting to the sum of eight 
billion forty-two million eight hundred ten thousand five hundred 
sixty-three Chinese National dollars (CN$8,042,810,563). 

“2. This settlement does not include any yuan expended by the 
Government of the Republic of China for board and lodging of 
American armed forces in China. Such sums will be credited to the 
National Government of China as reciprocal aid under Article VI 
of the Mutual Aid Agreement of June 2, 1942 at the request of the 
National Government of China. 

“3. It is understood that counterclaims may be made by the U.S. 
Treasury for reimbursement in U.S. dollars for expenditures by the 
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U.S. Army on behalf of China for which deductions were not made 
at the time of settlement. Reimbursements for such counterclaims 
will be made by Chinese at rates corresponding to the rates of settle- 
ment covering the periods of time during which the expenditures 
were actually made. 

With reference to paragraph 2, you will recall that in our last 
settlement 1 had the pleasure to undertake for my government to 
provide for this item as mutual aid, and 1 am glad to be able to in- 
clude a like provision in respect of the period October 1, 1944 to 
December 31, 1944. You will of course appreciate that after this 
date, and as to the future, with the number of American troops in- 
creasing considerably and likely to become very much greater and 
the lack of supplies needed by American troops, I am not in a posi- 
tion to commit the Chinese Government to a continuation of this 
arrangement. 

I wish to take this opportunity to express to you my appreciation 
for your close cooperation in the difficult years of the war and feel 
confident that you will continue your splendid work of promoting 
and strengthening the friendship between our two countries. 

Y ours sincerely, 
H. H. Kuna. 


APPENDIX I 


WEDNESDAY, JUNE 1, 1955 


U.S. SENATE, 
SUBCOMMITTEE To INVESTIGATE THE ADMINISTRATION 
OF THE INTERNAL SECURITY ACT AND 
OTHER INTERNAL Securrry Laws, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 
The subcommittee met, pursuant to call, at 2:30 p.m., in room 
417, Senate Office Building, Senator James O. Eastland (chairman 
of the subcommittee) presiding. 
Present: Senators Eastland, William E. Jenner, and Herman 
Welker. 
Also present: J. G. Sourwine, chief counsel, Alva C. Carpenter, 
associate counsel, and Benjamin Mandel, director of research. 
The Cuamman. Will you hold your hand up? - 
Do you solemnly swear that the testimony you are about to give 
is the truth, the whole truth, and nothing but the truth, so 
help you God. 
Mr. Morcentuav. Yes; so help me God. 


TESTIMONY OF HENRY MORGENTHAU, JR., FORMER SECRETARY 
OF THE TREASURY 


Mr. Sourwine. Mr. Chairman, I think it should be said for the 
record that Mr. Morgenthau is here voluntarily. We did not sub- 
pena him. It is his idea to come today. He wanted to testify here 
before he left for Europe, and he is leaving on, I understand, the 
fourth of June. x 

As the chairman knows, Mr. Morgenthau conferred with us about 
making his diaries available to the committee. He did make them 
available to the committee, and he has brought us photostats as we 
have asked for them. 

I believe Mr. Morgenthau has a statement he would like to make 
to the committee. 

Mr. MorcenTtHaU. Yes. 

The Cuamman. Yes, sir. You may proceed. 

Mr. Morcentuav. Mr. Chairman and members of this com- 
mittee, about a year ago I met with this subcommittes on the 
invitation of Senator Jenner. At that time the subcommittes asked 
whether it would be agreeable to me to have the staff of this sub- 
committee examine the diaries which 1 kept as Secretary of the 
Treasury, and I willingly gave my consent. 

„As you know, members of your staff have been examining my 
diary in the Franklin D. Roosevelt Library for the past 11 months. 
On May 19, 1955, Mr. Sourwine, the counsel for the subcommittes, 
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wrote to Robert Morgenthau, my son, asking for my consent to the 
use of certain designated material which was listed in the letter. 
This material was furnished to the subcommittee yesterday. 

The designated material all seems to relate to the activities of 
Harry White while he was with the Treasury. For the subcommit- 
tee’s information, I should like to make the following comments about 
Harry White: 

Harry White first came to Treasury in the summer of 1934 as a 
member of a group of more than 30 economists who were recruited 
to study certain banking practices in the Cleveland Federal Reserve 
district. Before he came to Treasury, White had taken a Ph. D. 
at Harvard and taught at Harvard and St. Lawrence University. 

I did not know White before he came to the Treasury, and it 1s 
my.recollection that I did not personally become acquainted with 
him until he had been in the Treasury for some time. 

White was one of the few men outside the business world who 
had thorough training and experience in the international monetary 
field. His rise in the Treasury was due to these qualifications and 
to his intelligence, his industry, and his willingness to assume respon- 
sibility. 

In 1935 the Treasury sent him to The Hague, where he made a 
study of the exchange operations in various European markets. 
Upon his return to the United States, he became a member of the 

staff of the Division of Research and Statistics. 

In March 1936, the Division of Monetary Research was organized 
in the Treasury to deal with the international monetary and exchange 
problems which at that time were becoming increasingly important. 

White worked in this Division and thereafter became its head. 
During the war, under the direction of the Secretary and Under 
Secretary of the Treasury, White coordinated all foreign activities 
of the Treasury and, toward the end of the war, he was particularly 
active in planning the International Fund and Bank in the negotia- 
tion of Bretton Woods which led to the establishment of those 
institutions. 

Some time early in 1945, he was made an Assistant Secretary of 
the Treasury. E 

The entire time I was in office, I had no reason to suspect White's 
integrity or his loyalty to the United States. No security agent and 

no individual ever reported or suggested to me there was any 
doubt about White's loyalty. It was some time after I had resigned 
before I learned that any charge of disloyalty had been made 
against him. 

I was shocked and surprised when those charges were first brought 
to my attention. Since I resigned as Secretary of the Treasury 
in July 1945, I have had no access to classified documents or 
Government reports. A 

In these circumstances, I do not think that I could attempt to 
assess the charges that have been made against White. I can say 
without hesitation, however, that 1f these charges had been brought 
to my attention while I was the Secretary of the Treasury, I 
should immediately have suspended White and ordered a full investi- 
gation. Tf the charges had been substantiated, I should at once 


have removed White from office. 
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The Cuamman. Thank you, Mr. Morgenthau. 

At the beginning 1 desire to make it quite clear that we are not 
engaged in nor do we propose an investigation of you or of your 
official conduct. We are not, in any sense, conducting an investiga- 
tion into your administration while you were Secretary of the 
Treasury. The record is clear that you have cooperated completely 
with this subcommittee at all times, and 1 desire to pay tribute to the 
spirit of selfless service and devotion to the national welfare in 
which you have done so. 

I also desire to pay tribute to the high sense of public responsibility 
which you have indicated led you to cause to be kept the volumi- 
nous records which have come to be known as the Morgenthau Diaries. 
The very existence of these diaries is the strongest possible assertion 
of your good faith in connection with your every official act as 
Secretary of the Treasury. Your willingness to come before this 
committee to testify in person and to make available to the com- 
mittee fully and completely as you have done, these records, which 
you caused to be kept in such great detail, is evidence of an exemplary 
attitude for which I believe you deserve the highest commendation. 

You are to be commended, also, and in the highest terms, for your 
objective attitude with respect to the question of the possible dis- 
loyalty in high places. You have evidenced no rancor, no bias, no 
disposition to prejudgment. On the contrary, your attitude has 
been as detached as one might possibly expect under the circum- 
stances, such an attitude, if I may say so, as one might look for in a 
real elder statesman. 

You have been most helpful to this subcommittee. You are 
being most helpful to us, and I have no doubt you will be of further 
help tous in the future. 

I want to make it clear to you and for the record that the mem- 
bers of this subcommittee understand that, while physically you are 
across the table from us, philosophically and intellectually you are 
on our side of the table. Like us, you are seeking the truth. You 
were withholding judgment, and your long-range objective is only 
the welfare and security of our country. 

On behalf of this subcommittee, Mr. Morgenthau, 1 thank you. 

Mr. Sourwine, you may proceed. 

Mr. Sourwine. Mr. Chairman, I think this also should be said 
for the record so that the assent of all can be shown on the record. 
This is an executive session, as the chairman knows, but with the 
full understanding of all participants, including the witness, that 
it is to be made public speedily at the early convenience of the 
committee. 

Mr. Morgenthau, would you say just a word with respect to what 
the diaries are, so that this record might show that ? 

Mr. MorcentHav. Mr. Chairman, before I answer Mr. Sourwine, 
may I thank you very much for your comment? 

The CHAIRMAN. Yes. 

Mr. MorcentHav. And I say in all seriousness, I would not want 
anything better on my tombstone than your statement. 

The Cyamman. Thank you, Mr. Morgenthau. 

Mr. Morcentuav. I hope that you express the views of the rest of 
the committee. 
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Senator WELKER. I certainly, as the junior Senator from Idaho, 
join with the distinguished chairman. 

Senator Jenner. I certainly join with him. 

Mr. Morcentuav. Thank you, gentlemen. 

The purpose, to answer Mr. Sourwine’s statement, was this. I 
was extremely fortunate in the manner in which I was appointed to 
the Treasury. Mr. Roosevelt shocked the bankers of Wall Street 
greatly by my appointment, and on the less serious side, when asked, 
“How could you appoint a man like Morgenthau to the Treasury,” 
he answered, “Well, he is the only neighbor that I have who is farm- 
ing and who is making money at it.” And you will understand that, 
Mr. Chairman. So those were his reasons for my appointment, and 
that I had been in Farm Credit and had worked like—very hard, 
saving the farmers their farms after the depression. 

But to answer the specific question, I kept this group of papers, 
which are 95 percent records on the stenotype, in my office, as I felt 
that if I could have a stenotype operator or a stenographer in my 
office making a record of the activities of the Secretary of the Treas- 
ury, in a sense, open door, that it would encourage young men and 
young women to come into the Government, and I felt it was very 
important that that be accomplished. 

And I hope as time goes on and as this diary serves its purpose, 
that I will have done something to convince young people to join 
the Government, and that it is worth while to dedicate their life to 
the U.S. Government. 

Mr. Sourwine. The diary is, then, an actual verbatim transcript, in 
large part, of what took place in your office while you were Sec- 
retary of the Treasury ? 

Mr. Morcentiav. Almost entirely. 

Mr. Sourwine. Almost everything that took place was tran- 
scribed ? 

Mr. Morcentuav. I don’t believe that—I would say everything, 
to the best of my knowledge. 

Mr. Sourwine. And then important documents, letters, and memo- 
fems that came along were also placed in the diary; is that 
right! 

Mr. MorceNTHaU. Everything, unl)ss it was of a strictly personal 
nature between the President and myself. 

Mr. Sourwine. And once in a while—not frequently, but once in a 
while—you would dictate a memorandum for the diary with regard 
to something that took place that was not physically recorded? 

Mr. Morcenruav. Yes, sir. 

Mr. Sourwine. Can you say, Mr. Morgenthau, that all of those 
records have remained unedited and that they are exactly what 
actually took place ? 

Mr. Morcenruav. They are just as is. And as a matter of fact, 
Mr. Sourwine, I have never read them myself, because I was kind of 
superstitious about them. 

Mr. Sourwine. I was hoping you would volunteer that. I know 
you said that when you were before the committee. 
~ Mr. Morcentuav. I have never read them. 

Mr. SourwINE. Mr. Morgenthau, sir, you spoke earlier of having 
brought with you certain photostats of portions of these diaries 


that we asked for. 
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Mr. MorceNTHAU. Yes. 

Mr. SourwINE. Would you pass those over to the committee now ? 

Thank you, sir. 

These are, are they, photostats of certain portions of the diaries 
which you caused to be made from the diaries by the General 
Services Administration ? 

Mr. Morcentuav. Yes; at your request. 

Mr. Sourwine. Yes, sir. 

j Mr. Chairman, I have no further questions to ask of Mr. Morgen- 
thau. 

Senator JENNER. I have no questions. 

Mr. SourwINE. I propose—— 

Senator WELKER. I have no questions. : 

Mr. Sourwine. I propose to put these in the record, but if the 
Secretary desires, he could be excused, for he does not need to wait 
for that if he wants to catch a train. 

The CuHatrman. I have no questions. 

Mr. Morcentuav. I am here at your pleasure, Mr. Chairman. 
So anything that you want—— 

The Charrman. There will be nothing further. 

I will order them in. Do you want to identify each ? 

Mr. Sourwine. Yes. I would like briefly to identify these docu- 
ments. 

The total time that will be consumed here will take, I would guess, 
perhaps 15 minutes. 

The Cuamman. Could you not identify them in the absence of 
the Chair? I will order them in the record. - 

Mr. Sourwine. These will be ordered in the record with the brief 
explanatory notes which counsel will append in advance of each 
one? 

The Chairman. That is all right. 

Mr. MorceNTHAU. Mr. Chairman, could I make a comment? 

The Charrman. Yes, sir. 

Mr. MorceNTHAU. I would like to thank you and Senator Jenner 
and other members of this committee for your consideration of my- 
self, and I feel that, well, anything that I have got that can help 
my Government is yours. I want you to know that. 

Senator JENNER. Thank you. 

Senator WELKER. Thank you. 

Mr. MorGENTHAU. If in the future you want anything, you ask 
for it and you will get my wholehearted cooperation. 

The Charrman. That is mighty fine. We appreciate it, Mr. 
Secretary. 

Senator Jenner. It certainly is, Mr. Morgenthau. We certainly 
appreciate it. 

The CHAIRMAN. You have been mighty fine. 

Mr. MorGENTHAU. Am I excused? 

The Cuamman. Yes, sir; you are excused. 

(Whereupon, at 2:50 p.m., the subcommittee proceeded with its 
interrupted session, the minutes of which will be found in a different 
volume.) 
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